
UK government to 
set up $41m fund 
for victims of Nazis 

Britain is to set up a £25m 
($41 25m) fund to compensate 
Nazi victims for assets confis- 
cated by Britain during trie sec- 
ond world war - a move thatwflt 
put pressure on other countries 
such as the US aid Switzerland 
to foflow suit The UK plans 
include an independent panel to 
consider claims. Page 9; Ecfito- 
rial Comment, Page 17 

Sdirikier tackles Jobs isom 
German chanceflbr Gerhard 
Schrflder wffl. hokfchls first u alH- 
ance for jobs” meeting as he 
tries to rebuild consensus on 
employment creation measures. 
International news, Page 2 

Ebro rate will be watched 
The European Central Bank 
would not welcome an overval- 
ued euro exchange rate that 
could damage the competitive- 
ness of the 11 countries in the 
single currency zone, says ECB 
chief Wim Duisenberg. Interna- 
tional news, Page 3; Comment 
and Analysis, Page 17 

CentAm reconstruction launch 
. The presidents of Honduras. 
Nicaragua, El Salvador, Gua- 
temala and Costa Rica wffl 
launch a conference in Washing- 
ton on Thursday to start rebuild- 
ing after Hurricane Mitch. Inter- 
national news, Page 4 

impeachment comes closer 
Republican Senate majority 
leader Trent Lott said the upper 
house would start the ground- 
work for a trial of US President 
BHl Clinton as legislators said an 
impeachment vote in the House 
of Representatives would be very 
dose. Page 18; Trapped by a 
vacuum, Page 16 

China cuts interest rates 
China cut its interest rates yes- 
terday for the third time in 14 
months in a move aimed at 
boosting consumer spending and 
helping ailing state- nig industries. - 
International news, Page 8 

Early Lockerbie triai unlikely 
Libya resisted pressure to hand 
over for trial two men accused of 
masterminding the bombing of a 
Pan Am Right over Lockerbie In 
Scotland In 1988, by referring the 
decision to parliament Interna- 
tional news. Page 6 

Texaco explores Saudi Utile 
Texaco chief Peter Bijur put for- 
ward ideas for developing Saudi 
Arabian energy resources when 
he met Crown Prince AbduUah. 
tn September, the prince invited 
US oil companies' suggestions. 

Inflation fafis In Reece 
Greek headline inflation fell from 
4.7 per cent to 42 per cent in 
November, boosting the chances 
that Inflation next year will fan to 
levels consistent with joining the 
European single currency. Inter- 
national news, Page 2 

Police round up hunger strikers 
Turkish police rounded up some 
200 members of a pro-Kurdish 
party who began a hunger strike 
to protest against a polled crack- 
down on their party, the People's 
Democracy party. 

Tobacco case back fa court 
The test case brought by 53 UK 
lung cancer victims against 
Imperial Tobacco arid Gallaher 
retums to court today for a hear- 
ing which coufd stop the case 
going to trial. UK news. Page 9 

Khatami backers set up party 
A new political party called the 
Islamic Iran Participation Front 
has been set up by political and 
cultural figures who support 
Iran's moderate president 
Mohammad Khatami, l u te mo 
tiortal news, Page 6 


UBS puts global 
trade finance 
division on market 

UBS, the Swiss banking group, 
has put its global trade finance 
division up for sala The opera- 
tion. which has a loan book of 
$5J5bn and 600 employees, is 
one of the biggest participants fa 
a business that has been hit by 
economic turmoil fa Asia and 
eastern Europe. Page 19 

Scottish Power of the UK and 
PadfiCorp of the US are dose to 
agreeing merger terms to create 
one of the world's biggest mufti- 
utifities with a market capitalisa- 
tion of about £12bn ($19.8bn). 
Scottish Power plans to Issue US 
shares, fa the form of American 
Depository Receipts worth up to 
S8bn, to buy PadfiCorp. Page 
20; Lax, Page 18 

SpedaBst brokers have been 
approached by a number of 
European companies, from Scan- 
dinavian hydro-electric utilities to 
UK soft drinks manufacturers, 
about hedging against weather 
conditions. Page 24 

Reuters, the financial data group, 
Intends to cut costs fa its finan- 
cial information arm as part of an 
effort to raise productivity and 
margins. Page 19 

Deutsche Telekom, Europe's 
biggest telecommunications ( 
group, said cuts in telephone 
charges would reduce revenues 
by up to DM6bn ($3.5bn) but 
could be compensated by higher 
volumes. Page 21 . 

Komatsu, the Japanese 
machinery maker, plans to sefl 
back-hoe loaders in the US. The 
group recently reported its first 
interim loss (foe to the fall fa its 
Asian markets. Page 19 

Seagram, the Canadian drinks 
and entertainment group, has 
secured shareholder approval to 
conclude Its $10.95bn bid for 
PoiyGram. the world’s largest 
music company. Page 19 

Sprint of the US and National 
Grid, the UK electricity group, are 
considering spending more than 
$1bn to develop a new national 
telecom muni cations network fa 
Brazil. Page 20 

Two Indonesian companies hope 
to get permission for the coun- 
try's first debt-for-equity swaps, 
following regulatory changes 
designed to speed the restructur- 
ing of $80bn in private foreign 
loans and billions more fa 
domestic debt Pages 

Italy's privatised stock exchange 
is set to complete the first step 
of its European alliance by inking 
with Paris and Madrid fa the 
fixed-incoma futures derivatives 
market Page 22 

Ntareuy Asset Management the 
UK's largest pension fund man- 
ager, is to launch four eu re- 
focused funds to benefit from 
European economic and mone- 
tary union. Page 24 

Autogrifl, the acquisitive Italian 
motorway and fast-food com- 
pany controlled by the Benetton 
clothing group, is set to take 
over the concession to operate 
restaurants In France's main rail- 
way stations. Page 24 

Sol Msti& and Melid Inversiones 
Americanas, the hotel companies 
controlled by the Escarrer family, 
will resume trading on the Span- 
ish stock exchange today after a 
two-week suspension. Page 24 

Japanese sales of m fat- vehicles 
recorded their second consecu- 
tive double-digit sales increase 
last month, giving the car indus- 
try a welcome boost as demand 
tor larger cars and trucks contin- 
ued to collapse. Page 24 
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By David Owen in Paris; 

Alexander Mcoll h London 

aid Graham Bowley in Frankfurt 

Efforts to restructure Airbus 
Industrie, the European civil air- 
craft consortium, have been 
thrown into confusion by a 
squabble between its main-share- 
holders. 

The argument, pitching Aeros- 
patiale of France against British 
Aerospace (BAe) of the UK and 
Daimler Chrysler Aerospace 
fDasa) of Germany, erupted at an 
Airbus shareholders' meeting in 
the French city of Toulouse. . 

Dasa said the French company 
had demanded an increased stake 
of 50 per cent in a restructured 
Airbus and accused it of taking 
Airbus “hostage". At the meet- 
ing, ' Aerospatiale refused to 


BAe/Dasa furious as Aer&pgl^ d^nands 50% stake 


exchange valuations with its ' 
partners in what would be an - 
Important step towards turning 
the consortium into a single . 
company and. hence, improving 
its efficiency. 

At. the heart of the row are 
French concerns about the conse- 
quences for the balance of power 
' within Airbus of a widely expec- 
ted alliance between Aerospa- 
tiale's British and German part 
ners in the consortium. 

Announcement of a BAe/Dasa 
merger is widely assumed in 
France to be imminent. However, 
people close to the Anglo-German 
discussions cautioned yesterday . 
that there were, a number of hur- 
dles to overcome before terms 


could be -issues 

of mahagentenV IaxatioiL tojd 
shareholder atrurfurel ■ "I“;v '■ 

BAe and basajppfess to want 
a trilateral mdrgbr Including 
Aerospatiale in wftait Wmfld be a 
sweeping - rationalisation : <jf 
Europe’s aerospaceaad defence 
industry. But thp . Imtisb-' aBd 

.German companies Mil' wit 
accept - any significant stake 
being held by the Freimh gcurerh- 
ment, .which Is partially privatis- 
ing Aerospatiale. .. , . 

' . The French :• .government : 
recently signalled It accepted.lt 
could -do iKititir® te. piTwe^ BAe 
and Dasa from merging- yrttfaotet 
including Aerospatiale- However, 
French- officials- indicated' they' 


would seek • to guarantee the 
"strategic position” of Aerospa- 
tiale Within Airbus. 

Based on -.current stakes, a 
BAe/Dasa merger would leave 
the combined entity owning 57.9 
per cent of Airbus, compared 
wtth : 375 per cent for Aerospa- 
tiale and per cent for Casa of 
Spain.. .. 

Dasa said the - French ' had 
demanded a 50 per cent , equity 
stake in the new Airbus com- 
pany. it said partners had reacted 
by offering them 50 per cent vot- 
ing rights. This wassaidto be 
lmacceptable to the French.. . . 

“France has taken Airbus hos-' 
tage - they do not want any 
other . European restructuring to 


take place without them," Dasa 
said. The first public indication 
of the row was a : terse Aerospa- 
tiale statement referring to 
'Insistent rumours" of a merger 
between two Airbus partners and 
saying the' French company .had 
asked for clarification of Airbus's 
“conditiotis of evolution". 

Aerospatiale denied taking Air- 
bus hostage and indicated, that 
past efforts to exchange valua- 
tions bad been rebuffed. 

BAe said Aerospatiale had 
stopped the meeting, saying it 
would not take part in further 
discussions on converting Airbus 
into a single corporate entity 
until issues surrounding the 
Airbus voting structure had been 
re-examined- 

Comment, Page 20 



US urges Nato to 
take on wider role 


Hugo Chavez, popuBst canddate for ti» presidency, ert Venezuela, waving to supporters tit Coracm.yertBf da y.Afa^^ 
turned out in numbers and election officiate reported too significant ■n-egutarities' by early afternoon' - ■.ftepoii fSajge 2; , 


□y urn Ducitsn, upwiiatit uuor 

She US is urging Nsito to take on 
new fades, sodi as stemming the 
spread of weapons of mass 
destruction, ay part of a broadens 
ing of the affiance’s scope that' 
wiB jbe resisted by some ' Euro- 
-peavaUiee. ' 

In -an. article in today's Finan- 
cial Times. Madeleine Albright, 
the US secretary of state, says 
that while Nato would remain 
committed to collective defence 
of its members* . territory; . it 
should also- be “capable of meet- 
ing -a wide range of threats to 
common alliance interests". 

Writing before tomorrow's 
Nato- meeting.- of foreign minis- 
ters, wtfo will prepare a. a strate- 
gic concept" to be adopted at the 
alliance's 50th anniversary sum- 
mit in Washington in April, Mrs 
Albright says the thrust of weap- 
' onsof mass 1 destruction fe fadtat. 
lenge : for Nato. "We must 
improve Overall alliance efforts 
fotkto.stem proliferation and to 
deter, prevent and protect 
against such attacks."- . 

The US sent Its Nato allies a 
Classified paper on nuclear, 
chemical and biological weapons 
suggesting they take- protective 
measures including building anti- 
missile defences. “Some Euro- 
pean allies are wary of the US 
non-pro lifers tion policy because 
it increasingly favours military 
solutions, such as last summer'c 
missile attack, cm a Sudanese fac- 
tory allegedly making chemical 


weapons, rather than the tradi- 
tional diplomatic or legal 
approach,” a French official iwiii. 

The US administration wants 
bold initiatives from the Wash- 
ington summit “which will chart 
Nato’s future”, giving it new jus- 
tification .when “Europe is more 
secure than at any time in living 
memory”, Mrs Albright writeS. 

Foland, Hungary and the Czech 
Republic will join the 18-member 
Atlantic alttanca.in time for the 
Washington summit. Mrs 
Albright insists "the first new 
members will not-be the last". 

Against the background of Fri- 
day’s Anglo-French, decision to 
give the European Union a 
. defence role. Mrs Albright said 
the US wanted a Europe “capifole 
of putting out fires tn Europe's 
backyard". ShB cited the French- 
led force Nato approved ^for 
deployment in -Macedonia to tto- 
'-tect- international observer*in 
Kosovo as an example. ■ w 

But she cautions that the EU 
should not take defence decisions 
separately from Nato, duplicate 
military and defence Industrial 
arrangements reached in Nato or 
discriminate against Nato mem- 
bers not belonging to the EU. 
Behind her warnings is American 
sensitivity about the Europeans 
establishing a caucus inside 
Nato. Hils may be reinforced by 
recent Anglo-French cooperation 
moves. 

Personal View, Page lB 
Edttortat Comment, Page 17 


KMT victorious 
in Taiwan polls 


.Thii ■mmaceniepf appeui ail a'm«ncr pT record 'only 



By James Halting to Taipei 

The Kuomintang, Taiwan's 
ruling Nationalist party, swept to 
victory in elections over the 
weekend in a vote endorsing the 
party's shift to championing a 
distinct Taiwanese Identity sepa- 
rate from mainland China. 

The success of the KMT, which 
increased its majority in the leg- 
islature and recaptured the 
Taipei mayor’s office; is also a 
measure of general satisfaction at 
the government's - handling of 
what until recently has been one 
of Asia's better performing econ- 
omies. 

The KMT's Ma Ylng-jeou won 
ESI per cent of the vote to win 
What has been a neck-and-neck 
race to become Taipei's, mayor. 
He_ ousted incumbent Chen Shui- 
bian, the Democratic Progressive 
party's candidate.' who has advo- 
cated frill independence. . 

As political attention started to 
turn yesterday towards' Taiwan's 
presidential elections in early 
2000, the results marked an 
important revival in public sup- 
port for the KMT. The party has 
moved to the middle ground of 
Taiwanese politics and put aside 
past divisions to rally round the 
clean image of Mr Ma. 

The defeat of Mr Chen, who. 
has been tipped as a potential 
DPP presidential candidate, was 
a setback far the main opposition 

party. 

The Chinese leadership in Bei- 
jing. which has high hopes of 


reunification with the island it 
has regarded as a renegade prov- 
ince since the nationalists fled 
there when the communists took 
over. the mainland in 1949, is 
. likely to be relieved at the defeat 
of . the pro-independence Mr Chen. 

However, the win by mainland- . 
bom Mr Ma, who has sought to 
appeal to people of all origins by 
styling himself as a "new Tai- 
wanese person", has underlined 
the popular appeal of a Taiwan-, 
ese identity distinctly separate 
from the mainland. 

The gap between the DPP and 
the KMT ovetf the relationship 
with China has narrowed in 
recent years around a consensus' 
in favour of the “status quo" - 
Taiwan's de facto independence. 

Wu Hsin-bslng, deputy 
secretary-genora] of the Straits 
Exchange Foundation in Taipei, 
which handles the rcross-Straits 
relationship, said yesterday that 
one of the conclusions of these 
elections was that "we have 
reached a bipartisan approach on 
China policy. Both parties agree 
that when' it comes to dealing 
with China, Taiwan comes first" 

The pro-reunification New 
party won just a per cent of the 
vote in the Taipei mayor's race.' 
Separately, in an unprecedented 
plebiscite in the small constitu- 
ency of Tainan. 77 per cent of 
voters said they did not want to 
be ruled by communist China. 

Democracy boost, Page 8 
Editorial Comment, Page 17 
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Schroder begins search for jobs consensus 


By Ralph Afldns 
In Bonn 

Gerhard SchrOder, Ger- 
many's chancellor, will 
today begin efforts to bridge 
the conflicting positions of 
unions, employers and gov* 
eminent in order to rebuild 
a national consensus around 
employment creation mea- 
sures. 

The first meeting of Mr 
Schroder’s "alliance for jobs" 
- the central plank of the 
Social Democrat-led govern- 
ment’s programme - is an 

attempt to mimic the suc- 
cess of s imilar national ini- 
tiatives in other European 
countries,- including' the 
Netherlands. Germany- has 
about 4m unemployed. 

However, its start has 
been marred by clear differ- 
ences between its main par- 
ticipants. It also follows the 
collapse in 1996 of a similar 
initiative under the govern- 
ment of the former chancel- 






Gerha r d Schrfldar seeks 
employment Croatian measures 

lor, Helmut Kohl. Then, 
attempts at reaching a con- 
sensus turned into conflict 
with anions protesting 
angrily at government plans 
to curb generous sick pay 


provision and ease rules pro- 
tecting workers against dis- 
missal. 

SPD strategists believe Mr 
Kohl’s failure to take a con- 
sensus approach under- 
mined his popularity with 
voters, leading to his defeat 
in the general election in 
September. 

Bodo Hombach, the cabi- 
net minister who acts as Mr 
Schrader’s chief of staff, 
says: ‘'The main idea is that 
we should see consensus re- 
institutionalised." 

Mr SchrOder wants his 
“alliance for jobs” to last the 
four-year legislative period, 
with meetings every two 
months. 

Those attending today 
Include leaders of unions 
and employers associations 
as well as Mr SchrOder, 
Oskar Lafontalne, finance 
minister. Werner Mflller. 
economics minister. Walter 
Riester, employment minis , 
ter, and Andrea Fischer, 


the Green health minister. 

But the omens ahead of 
today's meeting to the Bonn 
chancellery are not promis- 
ing. Dieter Hundt, president 
of the federal employers' 
association (BDA), has set 
among his main priorities a 
wide-ranging reconsidera- 
tion of the government's tax 
p lana which the BDA argues 
will result in an additional 
net burden of DM35bn 
(S21bn) a year for industry. 

The government argues, in 
its defence, that the tax 
reforms will bring signifi- 
cant gains to working fami- 
lies. 

Mr Hundt also wants an 
agreement by unions on 
employment -oriented wage 
settlements - which unions 
are refusing to discuss 
directly - and reform of Ger- 
many's welfare state. 

Meanwhile, employers' 
organisations have voiced 
scepticism about the ideas 
floated by Mr Riester, a for- 


mer trade union leader,! 
which would allow early 
retirement at 60 without loss 
of pension entitlements. Mr 
Riester argues shortfalls -in 
pensions could be fi nanced 
out of funds built up out of a 
share of annual wage 
increases. 

The idea is that retiring 
workers would make way for 
new recruits. 

Business organisations, 
including the BDA, have 
questioned the schemes' cost 
and whether employers 
would take on significant 
numbers of new- workers as 
a result. 

Mr Riester is also looking 
for employer and union help 
in finding training places for 
the young unemployed. 

On the union side. Dieter 
Schulte, head of the Goman 
trade union federation 
(DGB), is pushing for cols in 
overtime or a reduction in 
maximum working hours. IG 
Me tall, Germany's biggest 


- union, is meanwhile pushing 
for an Increase af.TBtf per 
cent in. 1999 wage negotia- 
tions 'starting today ; and 
. affecting 3.4m workers in the 
metal and electrical; Indus-; 
' tries.-'.- 

The differences .have 
reduced any expectations at. 
a significant breakthrough, 
atfeastin the early stages of 
; the "alliance for jobs” ta lk s. 

In their last report on Ger- 
many's economy, the coun- 
try’s six leading: economic 
■ institutions warned against 
' building false expectations 
. and questioned whether the 
. success of schemes in 
smaller economies such as 
the Netherlands or Denmark 
could be replicated in Ger- 
many. But they, suggested an 
"alliance for jobs’*' could be 
“useful", for instance in 
improving labour market 
flexibility. 

The next “alliance for 
jobs” meeting is scheduled 
for February. 


Hopes for S Africa trade deal with EU 


By Nefl Buckley In Brussels 

The European Union's dev- 
elopment commissioner will 
today urge EU ministers to 
back a final compromise 
offer for a free trade agree- 
ment with South Africa, in 
an attempt to conclude 
three-year-old talks before 
the end of the year. 

Joao de Deus Pinheiro. 
who is heading the talks on 
behalf of the EU and met 
South Africa's trade minister 
Alec Erwin in Pretoria last 
week, will warn that missing 
the year-end deadline could 


threaten the deal's future. 

South Africa enters a pre- 
election period in the new 
year which could further 
delay progress. Officials at 
the European Commission 
also fear failure to send a 
clear message to South 
Africa could create an 
impression in Pretoria that 
by prolonging talks it could 
extract more concessions. 

Overshooting the “aut- 
umn” deadline set by the 
EU's Cardiff summit In June 
for accord with South Africa 
would be a political embar- 
rassment for the EU. 


“Mr Pinheiro will be able 
to give ministers the outline 
of the final package as the 
Commission sees it," said 
one Commission source. “He 
will emphasise that a sense 
of urgency has to be estab- 
lished. There has to be real- 
ism on both sides that the 
timetable is tight." 

Mr Pinheiro and Mr Erwin 
said after their talks last 
week they had gone as far as 
they could within their nego- 
tiating mandates. 

Both would now have to 
consult their political mas- 
ters. 


Broad agreement exists on 
a deal which would open 95 
per cent of the EU market to 
South African exports over 
10 years, and about 86 per 
cent of the South African 
market to EU goods. 

But there is still disagree- 
ment over South Africa’s use 
of the nairtfta port and sherry 
for fortified wines. The EU 
wants South Africa to agree 
to phase out use of the terms 
within its domestic market - 
as it has agreed to do for the 
export market - over about 
13 years, but Pretoria rejects 
this as unacceptable. 


One idea understood to be 
being discussed by EU states 
to persuade South Africa to 
accept a phaseout is for the 
EU to pay compensation to 
South African producers. 

But Mr Pinheiro may face 
strong opposition from Sp?in 
and Portugal, which claim 
the rights to the port and 
sherry names, to any deal 
which does not contain 
South African commitments 
on the issue. 

Brussels is also unhappy 
with South Africa's offer on 
the speed of opening of its 
textiles and car markets. 
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Greek 
inflation 
declines 
sharply 
to 4.2% 


By Korin Hop* . ^ 

in Athens 

A sharp fall in . headline 
inflation to per cent in 
November has boosted 
Greece's chances of reducing 
inflation Tint year to levels 
consistent with joining the 
European single currency, 
economy ministry officials 
said yesterday. 

The rate slowed freon 4.7 
per cent lit October as a 
result of tax cuts on fuel and 
new -vehidgs, and an agree- 
ment by Greek manufactur- 
ers, wholesalers and 
supermarket chains to 
restrict price increases on 
food and fast-moving con- , 
sinner goods over the next 12 i 
months. ■ | 

The unprecedented “gen- 
tlemen’s agreement” 
between the trade ministry 
and suppliers covers several 
hundred categories of goods 
which have an impact on the 
consumer price index ' 

It will, be monitored by 
Greece's special financial 
police, which supervises tax 
and customs administration. 

Yannls Stouruaras, the 
government's chief economic 
adviser, said headline infla- 
tion would slow in December 
“to 4 per cent or just below 
as the effects of cuts in con- 
sumption tax on new cars 
make a bigger impact”. 

Greece’s core inflation 
rate, which does not include 
volatile food or ftiei prices, 
fell from 5 .5 per cent to 52 
per cent in November, in 
line with forecasts by the 
National Statistical Service. 

“Core inflation has been 
felling steadily and should 
decelerate next year by 
another 1.5 percentage 
points,” Mr Stouruaras said. 
“On this basis. 'we have an 
80 per cent possibility of hit- 
ting the convergence target 
on inflation by next Decem- 
ber.” 

Greece aims to reduce 
headline inflation to 2 per 
cent by the end of next 
year. 

If this is achieved, its' aver- 
age ‘ yearly inflation rate 
would fall to 2.5 per 
cent. ■■ 

To qualify for euro mem- 
bership, Greece must reduce 
average inflation to within 
L5: percentage points of the 
average of the EU's three 
best inflation-rate perform- 
ers. 
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NEWS DIGEST - 

TURKISH CY PRIOTS SNUB PEACE .ffRMIS 

Breakaway republic 
chooses new par fiamient 

Turkish CytxiotS' yesterday voted fa d newparilanwnt fa 
their breakaway Torjdsh repubfoof frflrifam Cyprus, bfo 
fresh rebuff for long-standing dljfaTWtte efrorts-to reunite 
the island. 

When the results of yesterday's 'poN, the third since 

TiflWsh'CyprfoteuhHateraty decked th^ breaks^ siWe 
in 1983, are 'announced' this morning, Turkey wffl be the . 
only countiy to recognise them. Since Cyprus^ -partition 
after Turkey occupied therorto q f the tetand- in .1974, the 
international community has continued fo recognise the 
government of Cyprus' as the Island's: legitimate authority. 

A. majority of the breakaway state’s 120,000 voters ere 
expected .to have backed the National Unity party, qt the 
Democratic . party, whose centre-right coalition has run 
northern Cyprus sfooe 1993. Bote coalWon partners are in 
favour (if greater, economic Integration wfth Turkey. 
Christopher de Bellaigue, Nicosia 

VENEZUE LA PBESTOHftl A L ELEC TION 

High turnout in peaceful voting 

Venezuelans yesterday c$st theft" ballots in the most 
' fiercely contested presidential etectionlnthe country's 40- 
year defnocratic history, after a campaign that deeply 
divided the oft-rich Lam American nation.' Voter turnout 
appeared to have been strong in a generally peaceful and 
apparently transparent ejection process. ’ 

Election officials and the armed farces said early yester- 
day afternoon that there were no reports of significant 
IrregularftJes anywhere in the country. They sard fewer 
queues bad-famed than in last month's congressional 
elections as poffing stations opened earlier and voters had ' 
to cast only one vote. Raymond Cofltt, Caracas 


NIGERIAN LOCAL JPOLLS 

Praise for ballot conduct 

Nigeria crossed the first hurdle on the road to democratic 
rule at the weekend wfth national and faeigri observers 
commending a high turnout and relative peace at local 
government polls: 

Some technical difficulties were reported, as were 
clashes in at least two areas of the ofl- producing Niger - 
Delta where communities have been fighting fa control of 
scant local government funds. But the overafl picture was 
of unusual calm. 

"To our way of -thinking the election displayed the enthu- 
siasm of Nigerians to proceed rapidly towards democratic 
government" said Krishna Srinivan, the leader of a 17- 
strong Commonwealth observer mission. 

Early Indications suggested two broad coalitions, the All 
Peoples’ party and- toe Peoples' Democratic party, had 
won strong nationwide support, while a third party, the 
Affiance for Democracy, performed well in the restive 
south-west WHtiamWatDs, Lagos - 


ST PETERSBURG PA RLIAMEN T 

Tight security round voters 

Residents of St Petersburg voted for a new regional parfla- 
nient yesterday amid heavy security and raw memories of 
Galina Starovoftova, the murdered democrat - 

Some 5,000 police were drafted in to guard polling star 
tions but voting appeared to pass calmly with a brisker 
turnout than expected. 

Mrs Starovoftova, a member of the national parfiament, 
was shot dead two .weeks ago outside her St Petersburg 
flat Her kfflers have not been caught but the murder ■ 
seemed connected to her vigorous campaign fa demo- 
cratic candidates. Candidates who were dose to Mrs Sta- 
rovoitova have complained of Intimidation and dirty tricks 
by their opponents. Some said they had received death 
threats, • 

At stake are 50 seats in the local legislature. Results are 
not expected immediately, and many seats are expected 
to go to a second round of voting. Cariotta GaU, Moscow 


SAXJDI BUDGETDEHCIT 

Abu Dhabi loan denied 

Saudi Arabia’s finance minister Ibrahim al-Assaf denied at 
the weekend that the government was to get a $5bn bud- 
get deficit loan from Abu Dhabi In an interview with the 
daily Ar-Riyadh, Mr Al-Assaf said both the FT report and 
an earlier one in an unnamed publication alluding to a 
$2bn loan from Abu Dhabi were “false". The finance minis- 
ter acknowledged the Saudi budget shortfall would be 
wider than forecast, but claimed the deficit would be cov- 
ered by “local loans”. 

Senior officials in Abu Dhabi have made no further com- 
ment on the loan, the existence of which they confirmed 
last week. 

According to Saudi bankers, the Saudi government’s 
ability to raise further budget deficit financing on the 
domestic market is constrained, first by the government's 
aggregate domestic indebtedness, which Is in danger of 
exceeding 100 per cent of gross domestic product; and 
second, by a standing regulation of the Saudi Arabian 
Monetary Agency (the kingdom's central bark), which for- 
bids commercial banks to lend more than 60 per cent of 
their total deposits to the government. 

Robin Aflen, Abu Dhabi 
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EU ROPEAN CENTRAL BANK EXCHANGE RATE ‘WOULD- 8E CLOSELY WATCHED-’ • 

' . * . ' A * ___ ' 




*u ,|7; 


^CE 




«pubii C , j not welcome overvalued euro 


par Kami 


S 

: «.\:* *** 

.. ... 

^ ■ 


tlECTlQH 

n peaceful i 


tia* 

-; . *»* 
■’ ' »*!**, 

• mj vteu 

^’-reaec 
'» “' Cia to** 
^-eracas 


By Wolfgang Munchau, - ■' 

Peter Norman and 

Uonei Bartjer.iq,Biussato, , ^. s __ 

* The European Central Bank 

i would hot welcome an over- 

* valued J exciiaQge rate for tbe- 
6uro that could danuge tbe 
international competitive- 

$ ness of the U- countries that 
will have the single -cur- 
' rency, according to- WIm 

^ Dufaenberg. president of the 

* ECB. ‘ 

'i lh an interview with the 
*■ Financial Times at the end 
f of last week, Mr thrisenberg 
said the ECB would closely 
■ m watch the exchange rate of 
the euro and- would not fol- 
low a policy of benign 
negiecL 

He also said that the euro- 
jjjone’s true current account 
... jfsurplus was only bajf.hs.big 
'r as most estimates suggested.. 
R«* J And be. signalled tba» the 
1 ECB blight eventually-pbb- - 
Ush a summary of the dis- 
i; missions in tbe governing 
council that would give a 
t full and comprehensive $um- 

e* in ary of tbe arguments. 

But he reiterated his previ- 
3, ous refusal to publish verba- 
tim minut&s of the meetings. 
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By Peter Marsh io London 

The advent of the single 
European currency coulfl 
result in a fall-' in 'profits > of 
up to 20 per efent for some 
European manufacturers,' 
particularly fhdse that faB to 
differentiate "their 'goods 
from competitors, according - 
to an unpublished study by 
McKinsey, the management : 
consultancy. 

Manufacturers most at 
risk will be those seBWgft 
products with relatively low- ■ 
technology or service - qpn- 
tent which raffiffi 

cult to resist the trend 
towards lorter prices'- lilce^r • 


i Mr Duisenierg said he did 
hot exclude the possibility of 
: an .-agrarian .of the. aim 
against other currencies. 

“As regards the exchange 
cate- of tbe eurtr. it As one ti- 
the main- indicators that we 
1 watch. But I; am more fearful " 
of volatility thai> the level. 
We have to avoid that to the 
maximum extent possible," 
he said., "As *Mr)gc stand,'! 
don't exclude the euro bring 
a strong 'currency. We don’t 
want the exchange rate to 
unduly Undermine the com- 
' petitivehess of 'Euroland' 
[the euro-zone] with the rest 

of - the world." : 

He saSl a currency appre- 
ciation constituted- a tighten- 
ing in monetary conditions, 
that would give the central - 

bank more room for manoeu- 
•yreon monetary policy. 

Some forecastere predicted 
that Europe's large current, 
account Surplus would lead; 
to an appreciation bf 
the euro against the 
dollar. ■■■•■- 

However, Mr Duiaenberg 
- said that Europe's current 
account surplus may not be . 
nearly, as large as the official - 
statistics suggested. Euro- 
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By KattrarfnB Campbell, Growing 
Busfaess Correspondent 


SE. CLQ$S_ WATCHED - IEU north 
ECB would aad south 

•valued euro 

European Onion's He said a summary of g* 

office, has put the arguments would be more tl'PPTP 

e’s 1997 • current useftd them tbe rHJbhcation JUL- 


stat, the European Onion’s 
statistics office; has put the 
eurozone's 1997 - current 
account deficit at EcuS9_4bn 
(SIWbn). 

"Regarding the current 
- account- surplus, our latest 
indicators suggest it is only 
half as large as we thought 
it was. 

“That reflects difficulties 
measuring intra-Europe 
trade. But it makes it of less 
concern to the exchange 
rate." 

Mr Duisenberg reiterated 
Ms refusal to publish verba- 
tim minutes and voting - 
'records of the ECB's regular 
'council meeting, but 
suggested a compromise that 
. could go same way to satisfy 
his critics. • 

“I do not expect publica- 
tion of the minutes. What I 
do. expect is an ever-increas- 
ing volume and quality of 
-She arguments including the' 
pros and cons underlying 
decisions that are to be 
taken,'” he said. 

“1 don’t exclude for the 
future a summary saying 
these were the arguments; 
the views expressed and this 
is what the majority was.” 
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The research underlines 
jr. extra pressures many exfrort- 
rft- ers may come under from 
9 the oew currency, which fa 
expected fe lead to graster ■ 
i < , ? harmonisation of prices 
, iT across the continent. 

V; Companies likely to suffer 
most will be those selling 

, commodity-type products in 
fields staSh as chemicals or • 
^ engineering components. . 
Makers of specialised 
machinery may be able to 
shield themselves from 
many of tbe pressures by 
adding additional features 
that justify a Ughar^ntie.::- 

According to the 
. McKinsey study, many types 
^ of irriiis trial product are cur- 
rently priced 4<W0.per cent 

- • higher In some European 
■ 1 Union countries thaU in oth- 

ers, vflth higher pride coun- 
tries tending to be in north- 
era Europe and lower price 
•' Vases in the south. 

&. -The study looked «t eev- 
■- Y eral seciore, mclndthg dan- _ 

■ ' struction machines,, car 
parts, pharmaceuticals and ' 
b uflding materials. 1 - 
■« To some degree, the price 
differentials aredisguised at 
•y* present - because most goods 

- ?•' are sold in national' curren- 

cies, -whose' value can 

- change; But after the euro is 
introduced many manufac- 
turers selling across Europe 
are expected to price their 
products in euros..Thfa will 
make it easier.for purchasers 
to compare rival goods, and 

" also make it harder for com- 
panies to maintain price dif- 
ferentials. Euro prices are 
likely frequently to be 

- quoted even in. those 
nations, such as Britain, that 
will remain outride the. U- 
oation •‘euro-zone’*. 

The McKinsey study says 
that in some industries, the , 
trend to harmoulaation 
could lead to overall priefc 
falls of between 1 and S per.. 

' “V ‘rent, which could be equiva* 

‘ ¥ - lent to a drop of 10 to 20 per - 

- I cent in operating profits. 

But some industries, par-., 
licularly those selling high- 
value, .technology-based 
■ products will be able to - 
“manage’’ price levels in a 
v pro-active way, by adding 
extra modifications to spe- 
. cific products that increase 
their price, or “bundling” in 
with tire cost of the product 
“service packages*, under 
which they are responsible 

- for maintenance and repair. 


study found. 

Some 7,000 smaller compa- 
nies were surveyed in the 
EU, SwitzertaBd. Malta; Tttr-- 
key, Norway and Poland 
with 10 to 25 employees dr 
sales of Eculm- to Ecu40m 
' ($L17m to $46.6m). 

Only 17 per cent of bus- 
inesses in the euro-zone 
Itself said they proposed 
changing their rirategies to 
fake account of the single 
currency; In:the UK, 19' per 
cent- were' making alter- 
ations, 'despite not knowing 
when the country win join, 
compared with a mere 8 per 
cent of German companies. ’• 

Andrew Godfrey, head of 

growth arid development ser- 
vices at' Grant -Thornton, 
said: “7 ain surprised UK 
companies are as switched 
on as they appear to be.” He 
added that Germany's mmr- 
ent apathy might ‘be the 
combination of a reluctance 
to give up the D-Mark and 
familiarity ias keen exporters 
wftb dealing in other . curren-. 
deg. “Of course, if they, are 
treating 'the>uro a? just 
smother currency, that could' 
be dangerous.”'.' 

MeanwhUp, PPiT: ?5 per 
centof eurchtone companfas 
expect to be hxvolping in the 

euro toy .tim^end .of 2000; 
allhcaigb Ihat iate picks up. 

: very rigtuScastiy -by the .end 
of 20Gl-’Some-9A per cent of 
Belgian " companies, are 

exprottag they will do so by 
-then, for Instance. • 

• Companies in -the -study 
proved remarkably assured 
that the prices would not 
change in Ahe new euro envi- 
ronment Fifty one per cent 
said tirey^ thought tbfi.prices 
they would obtain for- their 
goods, and. j^ryfce* would, 
remain the same, while 43 
par cent reckoned purchase 
prices would be unaffe cted. 


He said a summary of 
arguments would be more 
-useftd then the pubheatiou 
of Verbatim minutes; since 
minutes could lead to mis- 
perceptions in flaanciai mar- 
kets. 

f “We will never publish 
them. What X see happening 
in the UK does not encour- 
age me either.” said Mr Duis- 
enberg. . 

“There the minutes lead to 
a debate in public and lead 
to market expectations 
which have an impact on 
volatility and uncertainty.” 

' “Fm ready not an admirer 
of that' phenomenon. And 
that is a view shared by the 
entire council." 

Mr Duisenberg also indi- 
cated that tbe ECB might 
eventually consider publish- 
ing a macro-economic fore- 
cast, once it is satisfied of 
the reliability of the econom- 
ics statistics and forecasting 
models. . 

“I wouldn’t exclude it for 
ever," he said, but “after a 
year might be a little too 
soon." 

Bidder of the euro team spirit, 
Page 17 


By HeO Budktay m Brussels 

Deep divisions were 
emerging last night between 
northern and southern 
states over ' proposals to 
freeze European Union 
spending as part of a 
shake-up of the EU’s 
EcuSSbn f$97.8bn) a year 
budget in the new millen- 
nium. 

The growing rift at a meet- 
ing of EU foreign ministers 
in Brussels presaged difficult 
talks at the EU summit in 
Vienna next Friday and Sat- 
urday. The summit will seek 
to make progress on the 
Agenda '2000 reform pro- 
gramme designed to prepare 
the Union for enlargement to 
-the east. 

At tbe same time, pressure 
was intensifying on the UK 
to give up its Ecu3bn-a-year 
budget rebate, won after sev- 
eral years of trench warfare 
with other EU members by 
the then prime minister, 
Margaret Thatcher, in 1984. 

Robin Cook, UK foreign 



Benfla F errBro- Wai clrwr {tefl}. Austrian secretary of atata far torrtgn affairs, talks to Wolfgang ScliOsaet. 
the country's foreign mi n i s ter, Ja c qu e s Poos, Lummboutpts foreign minister, and Jacques Santer, EU 
Commission president, yesterday. Mr SchQssel is abo president of the council of ministers A P 


secretary, insisted the rebate 
“could not be touched" in 
any EU budget review. 

“We need the rebate and 
we also accept, as the [Euro- 
pean] Commission has said, 
the rebate Is justified.” Mr 
Cook told reporters. “It is 
justified, it is right, we arc 
going to keep rt." 

The UK won the rebate 
after arguing that because of 
the way the EU was funded, 
it paid much more into the 
budget than it received. 
Other countries, notably 
Germany, Austria, Sweden 
and the Netherlands, com- 
plain that they are now also 
heavy net contributors. 

Freezing spending for the 
years 2000-2006 at the 1999 
level of EcuBSbn. indexed to 


inflation, fa increasingly 
being seen as one way of 
addressing such complaints. 

Other proposals to iron 
out budgetary disparities, 
such as devolving some agri- 
cultural spending back to 
national governments, and a 
generalised system of budget 
corrections, have not found 
favour. 

“Stabilisation*' of the bud- 
get would at least allow net 
contributors to claim they 
had succeeded in ensuring 
their “unfair" share or the 
burden would not increase. 

Up to eight EU states, 
including the four net con- 
tributors plus the UK and 
France, are now thought to 
back a freeze. 

Agricultural spending 


would be capped at just 
below Ecu40bn a year while 
structural and cohesion 
funds for less developed 
regions would total less than 
Ecu200bn over the period - 
well below the Ecu240bn 
projected by the European 
Commission. 

But the four countries 
which benefit most from tbe 
structural and cohesion 
funds - Spain. Portugal. 
Greece, and Ireland - are 
vehemently opposed. Abel 
Matutes, Spanish foreign 
minis ter, warned yesterday a 
spending freeze was “unac- 
ceptable”. A middle group, 
including Finland, says bud- 
get stabilisation must take 
Into account higher costs of 
EU policy reforms. 


A significant proportion ti 
Europe’s small hnd medium- 
sized companies either do 
riot know what effect the 
new single currency will 
have on ' their business ^ or 
think it will have none, a 
■study has found. 

Few" companies propose 
changing their strategies to 
take account of the Dew 
environment >’■ - : 

An average, of 33 per cent . 
of smaUet companies across,, . 

countries that will Introduce 
the euto from January 1 - 
think monetary uniem will 
frkvfe rio impact on them, 
wh3e a quarter profess' not , 
io-teidw what effect it might 
have. 

However, among fhose 
that have identified possible 
ramifications, '33- per cent 
think these will be broadly 
positive, and only B per cent- 
think they may be negative, 
awarding to the study by 
Grant Thornton .Interna- 
tidrial; the accountancy firm, 
and: Business Strategies, an 
economic consultancy. r 

German Mlttelstand <medi- 
um -sized) companies are 
among the most' apparently 
Insouciant, with -39 per cent 
thinking the euro’s introduc- 
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THE AMERICAS 


HURRICANE MITCH WORST HIT COUNTRIES WILL SEEK AID, DEBT RELIEF AND TRADE ACCESS TO THE US MARKET 


Launch-pad for reconstruction 


By Stephen Fktter 

In Washington 


Five presidents from central 
America are to launch a con- 
ference in Washington on 
Thursday to begin the effort 
of rebuilding centra) Amer- 
ica after Hurricane Mitch, 
which US government scien- 
tists describe as the most 
destructive hurricane aver to 
hit the western hemisphere. 

The heads of state from 
the worst hit countries, Hon- 
duras and Nicaragua, will be 
joined by those from El Sal- 
vador, Guatemala and Costa 
Rica to deliver a request in 
the US capital for aid, debt 
relief and above all for trade 
and access to the US market. 

"The idea is is to try to use 
this as an opportunity: to 
use the reconstruction to 
build something better and 
not just to come back to 
where we were before,” said 
Enrique Iglesias, the presi- 
dent of the Inter-American 
Development Bank, whose 
organisation is leading the 
reconstruction effort and 
hosting the meeting. 

That opportunity can 
come, he and others say. in 
rebuilding countries less 
prone to disaster and states 
more responsive to people’s 
needs. 

It would come if regional 
economic integration 
through, for example, a 
regional electricity grid and 
road network, can be intensi- 
fied and if economic diver- 
sity is increased. 

A report from two UN 
agencies to be presented to 
the meeting makes a prelimi- 
nary estimate of the hurri- 
cane's costs at $5.36bn. 

But the figure - which 
includes ‘indirect damage” 
caused by lost production of 
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Hurricane victim: a homeless gnl wanders among the debris at houses near Cftohrtaca in Hondwas 


goods and services - does 
not attempt to calculate the 
much higher costs of recon- 
struction. 

The report, drawn up by 
experts from the UN Devel- 
opment Programme and the 
UN Economic Commission 
for Latin America and the 
Caribbean, makes clear the 
extent of devastation In Hon- 
duras: more than 76 per cent 
of the population was 
affected and damage of 
$3.64bn was equivalent to 77 
per cent of last year’s gross 
domestic product. 

In Nicaragua, the esti- 
mated damage of $888m was 
equivalent to 44 per cent of 
1997 GDP. 

According to officials with 
knowledge of the agenda, the 
meeting's purpose is in part 
to give governments some 
idea of how much foreign 
support they can expect. 


However, because only five 
weeks have passed since the 
disaster and reconstruction 
plans have not yet been 
drawn up. pledges from for- 
eign governments - eventu- 
ally likely to run into bil- 
lions of dollars - are 
expected to be preliminary. 

More details will emerge 
at a meeting of donors next 
year in Stockholm, where 
donors will make clear what 
efforts they are making to 
avoid funds being lost 
through corruption. 

Another big issue will be 
debt. On Wednesday, the 
Paris Club of creditor gov- 
ernments will meet to dis- 
cuss central America - a 
meeting that follows a vari- 
ety of bilateral debt relief 
initiatives from countries as 
diverse as the US and Cuba. 
Both Honduras and Nicara- 
gua want to accelerate the 


benefits of the heavily 
indebted poor countries debt 
initiative, known as HIPC. 
Countries qualify for this 
complex debt relief proce- 
dure guided by the Interna- 
tional Monetary Fund in a 
two-stage process, each last- 
ing for up to three years. 

Nicaragua is about two 
years into the first stage, but 
serious debt relief under it 
could be delayed until as 
late as 2002, while Honduras 
was not considered to have a 
large enough burden even to 
qualify. 

Honduras owes 60 per cent 
of its $4.lbn foreign debt to 
multilateral agencies, and a 
quarter to the Inter-Ameri- 
can Development Bank. 
Nicaragua owes 27 per 'cent 
of its |6.1bn debt stock to 
multilateral agencies, 27 per 
cent to creditor governments 
in the Paris Club and 42 per 


Reuters 


Cent to non-Paris Club gov- 
ernments. 

Nicaragua Is asking for an 
acceleration of debt relief 
under HPIC, and Honduras 
wants access to its benefits 
and accelerated debt relief 
A review of the requests, led 
by the IMF, should be com- 
pleted early next year. 

However, the message the 
five leaders will be. deliver- 
ing most forcefully to the US 
is trade Is better than 
aid. The five governments 
want access to the US mar- 
ket on a par with that 
enjoyed by Mexico under the 
North American Free Trade 
Agreement. There are, say 
officials, sympathetic voices 
on Capitol Hill to the pro- 
posal. But with Washington 
sensitive to the growing US 
trade deficit, next year may 
not be the best for pushing 
through such an initiative. . 



by cut in oil 



By Han* THcta ta Mexico CHaf_ 

Mexico's divided Congress 
faces its toughest test yet 
this* week as It seeks to 
hamma* out a 1999 budget 
by a December 15 deadline 
as well as find. a solution to 
a ha nlring . controversy that 
simmered since March: ; 

The budget negotiations^ 
were in uncharted waters, 
after the government on 
Friday informed Congress it- 
was forced . . to slash Its 
estimate for oil ‘ revenues 
next year, which account for 
more than a third, of 
budgetary income. 

That puts the onus on' 
Congress to make an 
additional 17bn peso ($1.7bn) 
in spending cuts to . 
compensate for the shortfall 
in what was already 
considered one of Mexico’s 
leanest budgets. 

Meanwhile, party leaders 
were more wrapped up in 
the political battle over 
Fobaproa. the trust fund 
that handled the $60bn. 
bailout of the banking 
sector after the 1994 peso 
crisis. 

The ruling Institutional 
Revolutionary party (PRI) 
and the pro-business 
opposition National Action 
party (PAN) said , they bad 
reached agreement on the 
technical details of 


establishing a replacement 

institute, * which is 
considered critical : to . the 
safety of; Mexico's. ailing 
banking sector. '*•*. 

The opposition has long 
maintaine d' that Fobaproa 
acted imconstitutionally and 
arbitrarily - a charge denied 
by the governm® "* 

The two sides 
loggerheads over 
GuSlenno' Ortiz, 

bank governor. ■ 1 - 

The PAN has * set his 
resignation as an inflexible 
-condition for .settling the 


still at 
&te df 
central 


The negotiations on both 
fronts test Congress's abHity 
to overcome divisions that 
have turned it into a 
legislative minefield since 
last year when the . PRI lost 
its majority in the Lower 
House for the - first time. 
Instead of uniting .against 
the PRC the opposition has 
squabbled bitterly. * 

Congress has until 
December is to reach 
agreement on the budget, or 
it would be forced to call an 
extra. session over 
Christmas. 

ff there is no settlement by 
December SI lawmakers say 

Miririnn hag no contingency 
plan for 1999 and debt 
payments and public sector 
salaries would be frozen,, 
throwing Mexico into chaos. 


'“ff.we fail to approve the' 
fiscal package' by December 
15 . it would „ba . an 
u n p a r d o n. a b l e 
irresponsibility, it's that 

simple,'* said Fauzi Bamdan, 
the PAN's senior finance 
committee legislator. - 

gadget negotiations, 
however, were beck . to 
T square one after the 
government announced It 
low&ed its estimate for the 
price of oil to $HiObn in 
199S. from SXXbn In its initial 
budget proposal gent to 
Congress on November 13. 

If made the alteration 
after the cost of Mexican 

crude Sipped to $7.50 per 
barrel an Friday, the lowest 
level in modem tfraas. 

The oil price slump, driven 
by global over -supply, has 
been so hard to gauge that 
just hours before its 
announcement finance 
ministry officials had said 
the 1909 price Would have a 
base of S9£0. . 

The ministry said the 
revised projection forced it 
to shave &5bn-l7bn pesos off 
its 1999 revenue estimates. 

Marco Provencio, the 
spokesman, said the 
government would ask 
Congress to suggest further 
spending cuts to keep 
President Ernesto Zedillo's 
L25 per emit budget deficit 
target in tact. 
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Hoffa 
wins 
race to 
head 
union 

By Mart Suzman fa Washtagten 


James Hoffa, the son of the 
legendary former head of the 
Teamsters, won the race for 
his father's old job at the 
weekend, setting the stage 
for strained relations 
between the largest private 
sector union in file US and 
the broader labour move- 
ment. 

With most of the votes 
from the mall-in ballot 
counted yesterday, Mr Hoffa 
looked set for a comfortable 
victory against Tom Leed- 
ham, a West Coast union 
leader who was running on a 
platform of further reforms 
in the union, which has a 
long history of corruption 
and mismanagement. 

Mr Hoffa’s candidacy had 
been opposed by reformist 
leaders in the AElrCIO, the 
leading US union federation. 
He is seen by critics as the 
voice of the union’s old 
guard and at odds with the 
progressive time the broader 
labour movement has tried 
to promote in recent years. 

By contrast,* Ron Carey, 
the former president of the 
Teamsters, was closely iden- 
tified with John Sweeney, 
the head of the AFL-CIO, 
and the reform movement. 
Mr Carey narrowly defeated 
Mr Hoffia in the union’s 1996 
election and last year won 
national prominence by lead- 
ing it through a successful 
strike against UPS. the par- 
cel service company. How- 
ever, Mr Carey was forced to 
resign after aides wore found 
guilty of illegally using 
Teamsters funds to help pay 
for advertising in his re-elec- 
tion campaign, prompting 
the new government super- 
vised poEL - 

Speaking to NBC televi- 
sion yesterday, Mr Hoffa 
said his top priority would 
be to unite the union’s mem- 
bership in the wake of file 
divisive elections, which he 
described as a “dvQ war”. 
He also promised, that the 
union would be more aggres- 
sive in negotiations to gat 
the best deal for its mem- 
bers. However, be admitted 
that getting on with other 
leaders in the AFL-CIO 
might be a problem. “That’s 
going to be a challenge for 
us,” he said, grinding to the 
federation's strong support 
for Mr Carey. "But we're 
willing to turn the page on 
that. We want to start work- 
ing in the bouse of labour.” 

Mr Leedbam, a former ally 
of Mr Carey's, said the feet 
that Mr Hoffa bad been 
active in the 1996 election 
had made it more diffi- 
cult for challengers. “The 
returns have made it dear 
that onr campai gn for rank 
and file power rah out of 
time,” he said. "Hoffa Jr 
campaigned for four years, 
spent J6m and had a famous 
name." 

Mr Sweeney struck a more 
conciliatory note. “The AFL- 
CIO needs a strong and 
united Teamsters union and 
it needs’ the involvement of 
Jim Hoffa,” he said. 


Cable groups 
flex muscles 
for fresh clash * 

US industry nerves' rattled by government 
pledge to examine AT&T/TCI mferger plans 


By Christopher Parkas 
In Los Angeles 


- to premium TV channels 
*. such as HBO. 

j But he would not tolerate 

Tension, is rising again. AOL’s being allowed free 
between US government" range on TCI systems 


regulators and the cable 1 
television .industry. Long at 
war over allegations of 
over-charging for television 
services, the two sides are 
shaping up for a clash on the 
rights of "outsiders" to 
internet access via cable, 
seen by many as the ^st 
track to growth for 
electronic commerce and 
interactive TV. • - 
The issue boiled up last 
week when William 
Kennard, chairman of the 
Federal Communications 
Commission, rattled nerves 
among cable pnmdere with 
a promise to look closely at 
the implications of the 
planned • merger of 

Tele-Communications (TCI) 
and AT&T, the longdistance 
phone group. 

The proposed S48bn link is 
widely seen as an 
endorsement of cable as a 
primary carrier for internet 
and telephony services 
which will lead to other such 
alliances and rich revenues 
for cable companies. 

Although regulatory 
probes of the AT&T/TCI link 
were inevitable, the 
industry’s anxiety had been 
heightened by calls on Mr 
Kennard from America 
Online, the world's leading 
internet service provider, for 
the same access rights to 
cable networks as they now 
enjoy with conventional 
telecoms links; 

Leo Hindery. TCI 
president, told an industry 
conference last week that, if 
the. commission favoured 
AOL, perhaps the merger 
should be called off. 

Decker Anstrom, president 
of the National Cable 
Television Association, 
preferred a co-ordinated 
approach and., said 
companies should join forces ' 
to head, off the threat of its 
cable services being hobbled 
by telephone-style 
regulations. - * 

AOL sees services such, as 
@Home, a high-speed cable 


without any control over the 
rates charged. 

The cable industry's 
c on ve r sion of TV systems to 
-carry high-speed internet 
and other two-way services 
started In earnest only in the 
past year. 

Completion wfll take about 
five years and billions of 
dollars in hardware. As Mr 
Hindery suggested, it may be 
too early to lay down hard 
and fast rules in 
Washington. . 

However, the industry is 
under unusual pressure from 
several sides, ft id especially 
wary of changes In the 
market where its dominance 
of television, programming 
supply is newly threatened 
by satellite providers which 
now supply 10m homes. 

The recent acquisition by 
EchoStar of the Sl.Sbn 
satellite TV assets of News 
Corporation, Including the 
licence for the last 


Cable companies 
remain almost 
wholly dependent 
on TV and are 
subject to minute 
FCC and 
consumer scrutiny ' 


* 




internet service part-owned 
by TCL as a threat to its 
established but Car slower 
telephone-based business. 
TCI sees no reason for It to 
be obliged to open up its 
expensive conduits to a rival 
with 15m existing 
subscribers while- @Home - 
although due to he expanded 
quickly in March when the 
AT&T merger is to be 
completed — has only 
210 , 000 . 

“I don’t even know if I 
have a business yet," Mr 
Hindery said, and it was 
only reasonable for the FCC 
to await events, "ff I act like 
jerk, then you can set 
policy” 

John Malone, * TCI 
chairman, and a long-time 
commission antagonist, said 
he would be prepared to pipe 
AOL for a service fee - 
much as cable companies 
charge ' extra for subscribers 


broadcasting slot covering 
the whole US r increases the 
challenge. The News Corp 
interests win allow EchoStar 
to beam up to 500 channels 
to a single iftin rooftop dish. 

Cable, which typically 
provides about 60 channels 
now and Is gearing up for 
many more with digital 
-conversions,, is counting on 
finding fresh revenue 
sources in other services 
which, according to Mr 
Hindery, could provide 
half of cable's future 
revenues. 

Its past experiences with 
regulators and related poor 
record for consumer service, 
have made it especially 
sensitive to suggestions of 
more political Intervention 
to follow events of the early 
1990s, when Congress 
imposed price controls. 

Although cable companies 
now call themselves 
multisystem operators, they 
remain almost * wholly 
dependent on TV, and are 
subject to minute scrutiny 
by grassroots consumer 
groups and the FCC. 

They still draw fire for 
“unreasonable” subscription 
rises of double the rate of 
inflation, while their 
protests that they have no 
choice because programme 
costs are rising by 10 per 
cent and more a year, go 
largely unheard among 
consumers. 


* 
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LOCKERBIE SUSPECTS ANNAN FAILS TO SECURE TIMETABLE FOR TRIAL 


Libya refers handover to parliament 


By Mark Htfaand in Cairo 

The Libyan leadership 
resisted pressure over the 
weekend to band over for 
trial two men accused of 
masterminding the bombing 
of a Pan Am flight over 
Lockerbie in Scotland in 
1988. by referring the deci- 
sion to the Libyan parlia- 
ment. 

Kofi Annan, the United 
Nations secretary-general, 
met Muammer Gadaffi, the 
Libyan leader, for a 90 min- 
ute meeting in Libya on Sat- 
urday. Meetings between 
Libyan and UN officials in 
New York in advance of Mr 


Annan’s visit bad prepared 
the UN head for the proba- 
bility that he would leave 
Libya without a firm time- 
table for the handing over of 
the suspects for trial. 

"They need to get the con- 
gress and the people 
involved,” Mr Annan said on 
his return journey to Tunisia 
on Saturday night, referring 

to the General People’s Con- 
gress, Libya’s appointed leg- 
islature. “J hope that their 
own internal discussions on 
an issue that is this sensitive 
and has gone on for so long 
will be concluded fairly 
shortly." he said. 

“[The Libyans] are serious 


and will require some 
time. . . So I hope that In the 
not too distant future we 
will be able to give the fami- 
lies some good news and 
that they can put this issue 
behind them." he added, 
referring to the families of 

the 270 people who died 
when the aircraft exploded 
in December 1988. 

But Libya's official news 
agency, Jana, yesterday 
poured cold water over west- 
ern hopes for a handover. 
“The Lockerbie problem Is 
an invented and complicated 
one and it is not logical and 
reasonable to solve It under 
the pressure of what is 


called the 10th anniversary 
of the Pan Am accident,” it 
said. • - 

Robin Cook. UK foreign 
secretary, nonetheless 
appeared optimistic yester- 
day following a telephone 
conversation with Mr 
Annan. “I am very encour- 
aged by what he tells me. 
Neither of us is going to pre- 
dict wbal Colonel Gadaffi is 
going to do, but I think, you 
can sum up our mood as one 
Of qualified optimism," he 
said. 

Libya has agreed to allow 
Abdel Basset All Mohammed 
al-Megrahi a nd I j>min Khal- 
ifa Fhimah, the two sus- 


pects. to be tried in a Dutch 
court under Scottish law but 
has rejected UK . and. US 
demands that, if convicted, 
they serve their sentences in 
Scotland. Refusal by the UK 
and US to negotiate on this 
issue was stressed by Mr 
Annan during bis meeting 
with Col Gadaffi, who has 
said imprisonment should he 
in the Netherlands or Libya. 

Omar Montasser, Libyan’ 
foreign minister, is said to 
have told ON officials that 
he will recommend to the 
General People’s Congress 
that it accept the offer of a 
trial in The Netherlands 
under Scottish law. The con- 


gress. is is scheduled to meet 
tomorrow and has: never 
voted against the directives 
of the "Libyan leadership. 

“Whether £Mr Montasser} 

will be able to do it on Tues- 
day or will require a bit 
more time, I don’t know."- Mr 
Annan said: Earlier- he said 
talks with' Col Gadaffi and 
officials had been “fruitful 
and positive”, though this 
appeared to imply" that his 
Libyan hosts bad been pre- 
pared to listen to his clear 
statement that Libyan com- 
pliance was essential if eco- 
nomic sanctions and an air 
embargo in force since April 
1992 were to be lifted. 


Khatami supporters set up new reformist party 


By Robin Aten and Agencies 

A new reformist political 
party has been established 
in Iran by more than 100 
political and cultural figures 
who support moderate Presi- 
dent Mohammad Khatami, 
newspapers reported yester- 
day. 

Founders of the new party, 
the Islamic Iran Participa- 
tion Front, said they were 
seeking “freedom of thought, 


logic in dialogue and rule of 
law in social behaviour,'' the 
daily newspaper Zan said. 

Founding s'*' member 
T'Jiyafqoli HabibVsaid tbe 
new party's constitution was 
essentially formed around 
Mr Khatami's reformist 
agenda. 

“Civil participation, social 
justice, materialising free- 
doms stipulated in the con- 
stitution and the rule of law 
are among tbe objectives of 


the party.” Mr Habibi said. 

Members of the Front 
include one vice-president, 
four ministers, seven deputy 
ministers, a parliamentary 
deputy, nine journalists, a 
poet, a film-maker and two 
leaders of Iran’s largest stu- 
dent movement. Vice-presi- 
dent Masoumeh Ebtekar. the 
only female member of Mr 
Khatami’s cabinet, Mos- 
tafa Tajzadeb. the deputy 
Interior minister and an 


ardent advocate of pluralism 
and decentralisation, are 
among the founders. 

“The party will definitely 
take an active part in the 
upcoming city and village 
elections [in February 1999] 
as well as tbe Majlis elec- 
tions [in March 20001" said 
Abbas Abdi, another founder 
and editor of the pro-Kha- 
tami dally Salam. 

The formation of the EPF 
represents the most defini- 


tive response yet by support- 
ers of President Khatami to 
counter a recent surge of 
action by militant hardliners 
to intimidate reformists and 
derail the president’s poli- 
cies to open up Iran in both 
domestic and foreign policy 
arenas. 

In the last three months 
the conservatives, under 
authority from Iran’s spiri- 
tual leader Alt Khamenei, 
who controls the state media 



The mother of.a Palestinian prisoner In an toraefi jatr 
during, a protest to Gaia yesterday 


and is the ultimate arbiter 
over Iran’s foreign policy, 
have forced the closure of a 
number of moderate newspa- 
pers and other publications. 

This deprived reformists of 
an important platform, 
because up to now, in the 
absence of political parties, 
newspapers and other publi- 
cations have provided the 
only . structured forum for 
the dissemination of political 
opinion. 


prisoners on 



By AM Machteto Jerusalem 

Hundreds u of Palestinian 
prisoners in Israeli jails 
launched a hunger strike at 
the weekend to- protest at 
Israel's , refusal to free politi-' 
cal prisoners under a recent 
peace dead.- -. - 

Palestinian disappoint- 
ment with . interim peace 
fiafllq has erupted into vio- 
lence throughout’ the West 
Bank. Angry protests turned 
Into .dashes between demon- 
strators and Israeli troops. 
Many protesters direct their 
frtstration at Yassir Arafat, 
president of: the Palestinian 
Authority, and his failure to 
secure the release of 2,500 
prisoners in negotiations 
with Israel. 

The tense atmosphere 
could prove embarrassing 
when ITS President Bill Clin- 
ton arrives for a visit to the 
Gaza Strip next week, aimed 
at pushing forward imple- 
mentation of the Wye 
interim accords signed in 
Washington to October. 

Mr Clinton plans to attend 
a meeting of tbe 700-member 
Palestine National Council, 
which is expected to reaffirm . 
n’-lptterto which Mr Arafat 
nullified articles of the Pal- 
estinian covenant that caBed 
for Israel’s destruction. 

At tbe weekend, the US 
State Department backed 
Israel's decision to free 150 


criminals among 250 Pa«- 
tinfan prisoners released li 
month, Palestinians dema* 
the release of political prl 
otters - who now want to o 
recognised as “prisoners 
war". Israel, which ha 
agreed to free another 50[ 
prisoners, refuses to releasi 
Palestinians convicted M 
kifling lsraelis or Palestine 
tons. -j 

At . least 680 Palestini&a 
prisoners have begun buff? 
ger strikes; “This hun/p|ff 
strike Is against both fc? ^ci. 
and. the; Palestinian Autriofe 
ity,” sajd. Abdel Latif Ghaith. 4 
head of. the Prisoners Sup-} 
port Centre to East Jerusd-i 
lem. “The prisoners belie ve ’ 
.their c^ise must be put iflt] 
the topi of the agenda . to - 
order Jar . true peace to be y 
achieved^ 

The Paestinton Authority*.; 
yesterdai! launched a cam*;’ 
paign to', round up illegal i 
weapons to the West Baft ;i 
and Gaza strip, as agreed | ff -- > 
the Wye lecords. This is»5>>; 
key comnitment given W: i 
Israel , as hart of the deal - 1 
under whhfe Israel agreed t£. ' 
hand over per cent of tfie*. j 
occupied West Bank UP ; 
exchange fe enhanced 'sedac? 
rity Co-opeation. But lajt ! 
week, IsraA said it woubj: l 
not hand ovr any more la^t; : 
unless tbe Blestinians co?? 1 
plied with: 
turns. 


new cone- - 


sti 


warns 


By Robert Taylor, 

Employment Editor 

Today in London the 
International Labour Organi- 
sation commemorates the 
50th anniversary of the sign- 
ing of its legal convention 
affirming the right of work- 
ers to join trade unions at a 
time when that freedom is 
under increasing threat 
around tbe world. 

The UK government is 
ensuring the occasion is a 
low-key affair. Only second- 
rung UK government minis- 
ters - Ian McCartney and 
Andrew Smith - will be 
present at the gathering at 
Lancaster House. Fifty years 
ago it was Ernest Bevto, the 
Labour foreign secretary of 
the day and former trade 
union leader, who ensured 
the UK was the first country 
In the world to. ratify the 
freedom of association con- 
vention. 

This summer the ILO won 
widespread support for a 
declaration laying out funda- 
mental principles and rights 
at work. This is designed to 
encourage governments to 
adhere to labour conven- 
tions such as freedom of 
association rather than 
ignore or suppress that 
right. As many as 122 out of 
tbe 174 member states of the 
fLO have ratified convention 
87 and 138 have ratified its 
complementary convention 
on the workers’ right to 
organise and bargain collec- 
tively. But the ILO admits 
that although the 50th anni- 
versary is being commemo- 
rated by unions across the 
world it is not a moment of 
"unmitigated joy”. 

"Serious Infringement of 
the right to freedom of asso- 
ciation has not ceased 
despite the means of “follow- 
ing up complaints," the ILO 
admits to a publication to 
commemorate tbe occasion. 
Investigations have been 
held recently into the abuse 


of trade union 
aysto. Guatemai 
Coast, Romania .it 
can republic, i 
Panama. Over l 
years there hava 
than 120 specific a 
lations of tbe ] 
investigated to 60 
The Brussels-b 
national Confed 


>ts to Mzd£? 
the Ivo^j 
e Domlffl* 
rkey am£ 
s past 25 
«en more; 
ses of vio-,’ 
invention' 
countries. 

led Inters* 

ration of - ’* 


Free Trade Union! revealed.' 
in its annual unm rights, 
survey recently bat 300 
trade unionists wre ren- 
dered to the world fist ^ 
with 1,681 tortured Ad a ft£- : 
ther 2^29 detained. I 
The ILO secretkat in 
Geneva hopes the ahval of 
Juan Somavia. chile’s 
United Nations repisenta- 
tive, as the organiition's 
new director-genera next 
March will go some lay to 
reviving the ILO’s jublic 

stance to defend! ngWion 
rights. “The purpose [this 
year’s declaration onights 
and principles is to p quote 
respect for fundanlpial 
rights, not to pnnisafail- 
ure," explains the ELOl its 
commemorative pubticaon. 
“Moral persuasion backs up 
by widely shared Lnfotaa- 
tion can be a powerful irim- 
tive." T 

to fact, the ILO has alwys 
lacked the power to fee 
sanctions against states fat 
flout its conventions tly 
have agreed to sign. It m it 
rely entirely on interl- 
tional public . pressure > 
ensure enforcement. 1 
But as Geraldo von Pot f 
sky, former ILO head of 1 ■ 
freedom of association 
branch, admits: “In mod 
countries, north and soutq 
the trade union mov emen t Uj 
losing ground and Is being 
seriously questioned in ceA 
tain sectors and countries! 
including those where It had! 
seemed most firmly estab- 
lished." 

International labour Revieto 
199812. ILO, CH -1211 Geneva 
22, Switzerland. 
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CENTRAL BANK MOVE SEEKS TO BOOST CONSUMER SPENDING AND AID INDUSTRY 


Beijing cuts rates again 


By Janes Kjmge In Bepg 

China announced its third 
interest rate cut in 14 
months yesterday in an 
attempt to boost consumer 
spending and ease the bur- 
den on ailing state-run 
industries. 

The People's Bank of 
C hina, the central bank, said 
it would reduce the lending 
and deposit rates of financial 
institutions by an average of 
half a percentage point from 
today. The benchmark one- 
year savings deposit rate 
was cut from 4.77 per emit to 
3-7S per cent, while the 6-12 

month lending rate was 
trimmed from 6.93 per cent 
to 6-39 per cent 

Xinhua, China's official 
news agency, said the move 
would help “appropriately" 


increase money supply nest 
year, dash the debt repay- 
ment burden of state-owned 
enterprises by RMB23bn 
fS2.8bn) a year, boost con- 
sumer spending and promote 
exports. 

The cut in deposit rates 
was greater than the cot in 
lending rates, reflecting the 
government's desire to sup- 
port a state hanking system 
struggling with problem 
loans amounting to around 
25 per cent of total assets. 

The hefty cut in deposit 
rates was also a sign that 
authorities regard the boost- 
ing of money supply as a key 
to tackling the weakness in 
China's cons umer market - 

probably the government’s 
greatest challenge in reinvi- 
gorattng the wider economy. 

Chronic oversupply of 


many products and weak 
demand has driven 13 
straight months of deflation, 
which has made real interest 
rates high. Retail prices in 
October fell 2.9 per cent 
against the same month a 
year ago, slightly less than 
the 3.3 per cent decline in 
September. 

The interest rate cuts so 
far this year have had little 
reflationary effect. This is 
partly because spending 
power has been hit by a 
reduction in state benefits 
for education, insurance and 
housing, and partly due to 
concern over job security 
during three years of 
reforms to state-owned 
industries. 

Economists said, however, 
that this cut could have 
more impact because it coin- 


cided with a RMBlOOhn fis- 
cal stimulus package 
directed mainly at infra- 
structure spending. By offi- 
cial statistics, which are 
believed to overstate reality, 
C hina grew at 7.2 per cent in 
the first nine months of the 
year and authorities are con- 
fident that growth will pick 
up in the fourth quarter. 

• China said yesterday it 
would soon announce new 
regulations cutting the 
prices of pharmaceuticals, 
hitting the interests of for- 
eign companies that control 
around 80 per cent of the 
market in some Chinese 
cities. The move is designed 
to pave the way for health- 
care reform, and ir a|cp medi- 
cines affordable to ordinary 
Chinese, the official media 
said. 


Debt-for-equity swap planned 


By Sander Thoenes in Jakarta 

Two companies hope to get 
government permission this 
montb for the first debt-for- 
equit)' swaps in Indonesia. 

This comes after regula- 
tor)' changes designed to 
speed the restructuring of 
SSObn in private foreign 
loans and billions more in 
domestic debt. 

The Jakarta Post reported 
at the weekend that Regent 
Pacific Private Equity, a 
fund of the Regent Pacific 
Group, expected to complete 
a swap or LL5m new shares 
in Budi Add Jaya. an Indo- 
nesian tapioca starch manu- 
facturer. for $4.7m. This 
would reduce the company’s 
S41m debt, including $36m 
owed to a syndicate led by 


Overseas Chinese Bank 
Co-operaticm of Singapore. 

Budi said it had already 
reached agreement with its 
creditors for rescheduling its 
debt over five years. Regent 
Pacific Private Equity said it 
had invested $3Sm in Indone- 
sian companies this year and 
had allocated $60m to be 
invested next year. 

A handful of mid-size Indo- 
nesian companies have 
already obtained approval to 
delay payments but none 
has restructured its debt, 
which could involve reduc- 
tions, changes in loan struc- 
ture or transfer of assets. 

Harun Hajadi, managing 
director of Ciputra Develop- 
ment. the big property com- 
pany. said “just over 81 per 
cent" of the holders of 


Rp450bn (S60m) in bonds bad 
already agreed and most oth- 
ers were expected in effect to 
waive interest in return for 
58.6 per cent of shares in a 
Ciputra subsidiary which 
controls a large unfinished 
housing estate in Surabaya. 
Indonesia's second city. 

Mr Harun said Ciputra had 
already transferred some 
property to secured domestic 
lenders and hoped to con- 
clude a s imil ar agreement 
with unsecured foreign lend- 
ers next year. This would let 
Ciputra ease the burden of 
$469m in domestic and for- 
eign debt while maintaining 
management of the proper- 
ty, with a buy-back option for 
the shares or assets trans- 
ferred to creditors. 

Ciputra has yet to obtain 


permission for listing its 
Surabaya subsidiary and 

handing the sharps directly 

to its creditors, and Mr 
Harun said be structured the 
deal to avoid labelling it a 
debt-for-equity swap. The 
stock exchange authority 
failed to approve the first 
agreed debt restructuring, 
for a taxi company, unto its 
main creditor, Peregrine, col- 
lapsed in January. 

Owners of some companies 
have opted to buy back 
bonds at a discount rather 
than renegotiate, often 
upsetting syndicated lenders 
who want to have a say in 
the use of company funds. 
Mr Harun said Ciputra could 
have bought back bonds at 
18 cents to the dollar this 
year if it had found the cash. 


Boost for 
democracy 
in Taiwan 
elections 

By James Kanfing in Taipei 


The most plainly popular 
winner at legislative, city 
council and mayoral elec- 
tions in Taiwan over the 
weekend was the democratic 
process itself 

Voter turnout was more 
than 80 per cent for the may- 
ora] elections In the two Mg 
titles. On Saturday night as 
the results came in. tens of 
thousands of people gath- 
ered outside the campa ign 
headquarters of the two 
iflfldtng candidatpg in Taipei, 
waving flags, singing cam- 
paign r* 1 *"*” and Tpttfo g off 

fireworks. 

As Beijing begins to digest 
the outcome of the vote, 
political analysts in Taipei 
yesterday suggested that 
mainland China would do 
well first to understand the 
great public enthusiasm for 
Taiwan's decade-old multi- 
party democracy. 

Liaw Guang-sheng of the 
National Taiwan University 
said: “Taiwan's democracy is 
peaceful and successful — ft 
has challenged Beijing’s con- 
cept of democracy.” 

The results themselves, 
though, have perhaps proved 
a relief for Beijing, which 
studies closely the political 
process on the island that 
the Chinese leadership 
would dearly like to see 
reunited with the mainland. 

Chen Shm-tean, mayor of 
Taipei for four years and an 
explicit supporter of full 
Independence for Taiwan; 
lost his bid for re-election to 
Ma Ymg-jeou, the gnnm in- 
tang (KMT) challenger, who 
may take a slightly more 
accommodating i™ 







Today’s AccuWeather forecast: 
Sunny skies in Pennsylvania. 


What’s the outlook for high-tech business in 
Pennsylvania? “Sunny and bright,” says cop 
weatherman Dr. Joel N. Meyers. His company, 
AccuWeather Inc. - the world’s largest commercial 
weather service - could be located anywhere on 
the planet. Yet last year, when the time came to 
expand, AccuWeather chose to stay in State 
College, PA. Why? For one thing, nearby Penn 
State University supplies a steady stream of 
expert meteorologists. Even more important. 


“Pennsylvania’s been a great business partner;" 
Meyers says. Especially over the last three years, 
when tax cuts and a streamlined business climate 
have saved Pennsylvania businesses a total of $3 
billion. The State even helped finance Accu Weather’s 
new headquarters. No wonder Pennsylvania is a top 
ten state in hi-rech firms. So plant your business here 
and watch it bloom. We have it on good authority 
that the growing season lasts 365 days a year. ft>r 
more information call 1 -800-5 54-PENN. 
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Ma Ying-jeou 

In the legislature too, tine 
Democratic Progressive 
party to which Mr Chen 
belongs has lost ground. The 
DPP's share of the seats has 
fallen from 33 pea* cent to 31 
per cent, while the ruling 
KMT has increased its 
majority. 

The party won 124 of the 
seats in an expanded cham- 
ber that will now have 225 
members. 

But .the main opposition 
party was by no mums 
wiped ouL The -most surpris- 
ing result of the election was 
the narrow win by the DPP’s 
candidate, Frank Hsieh, in 
the elections for mayor of 
Kaohsrung, Taiwan’s second 
cxty- 

After a particularly nasty 
wrmpaign L uptrlnxi by allega- 
tions of sexual infidelity 
a gain efr one candidate a 
campaign to smear the pro- 
fessional conduct of another. 
Mr Hsieh beat the KMT 
incumbent, Wu Den-yih, by 
just 4^65 votes. 

Nor has Mr Chen's defeat 
ruled him out as a potential 
DPP candidate for the presi- 
dential elections in 2000. 
Indeed, when the defeated 
former mayor of Taipei 


greeted his campaign work- 
ers late on Saturday night, 
the crowd masked its disap- 
pointment by calling out 
"Hello. Mr PresfoentT 

Another troubling signal 
for Beijing was the sorry per- 
formance of the New party, 
the political group most 
eager to advance the process 
of reunification. 

In the Taipei mayoral race,, 
the New party won just 3 per 
cent of the vote, an indicar 
turn of the wuh allM to 

Of the pw.r wmifii’gtinin ■ 

and the broad public support 
behind the political consen- 
sus that has emerged far de 
facto independence. 

Given the basic agreement 
between the two touting par- 
ties on Taiwan^ relationship 
with mainland China, the 
legislative and mayoral elec- 
tions turned largely an local 
issues and questions of char- 
acter.- 

Mr Ma, a handsome. Har- 
vard-educated lawyer, was 
said to have scored highly 
with female voters, while Mr 
Chen, Taipei's mayor for the 
last four years, suffered from 
public perceptions .that his 
leadership has sometimes 
been high-handed. 


include the kidnapj 
two Hong Kong 
Some Hong Kong 
rfans and lawyers, 
the respected. Bar 
tion. have argued It ft 
Cheung should have! 
tried in Hong Kox 
crimes which were 
ted there. 

They said that by 
the entire case in a mainlan 
court. Beijing was underpin 
ing the "one country. W 
systems” concept that unriei 
pins Hong Kong’s post-hanr 
over constitution. 

A key element of Hom 
Kong’s system is its lega 
autonomy and rule of law 
However, Hong Kong gov 
eminent officials said that « 
Cheung was arrested ir 
China committed crime* 
there, it was right that be 
should be tried there. Hong 
Kong police had failed to Col- 
lect sufficient evidently to' 
make an arrest F ' 
The (death sentence ilpder-: 
lined the mainland's deter- 
mination to stamp out 
crime in Hong 
Kong ahd Macao, the Portu- 
guese enclave that returns to 
rule next December. 


Rethink free trade zone An«t-r nun 
plan, Tanzanians urge 


Manufacturers protest that reviving the East African jpommunity 
hurt them and favour Kenya, writes Mark Tui 


T anzanian manufactur- 
ers are calling far a 
rethink of plans to 
commit their, country to a 
free trade zone with Uganda 
and Kenya next July. 

The three countries’ heads 
of state plan to sign a treaty 
reviving the East African 
Community (EAC), but 
Natwar Gotecha, vice^jresi- 
dent of the Confederation of 
Tanzanian Industry and 
chief executive of the Tanza- 
nia Cigarette Company, 
warned that the elimination 
of tariffs in east Africa could 
destroy Tanzania's nascent 
manufacturing sector. 

‘A lot of our members say 
that they are not ready for a 
free trade agreement, that 
they win be killed by the 
EAC,” said Mr Gotecha. 
“There has been no real eco- 
nomic analysis of why Tan- 
zania should be in the com- 
munity." 

Jayesh Shah, managing 
director of Sumaria Hold- 
ings, an industrial conglom- 


erate, said, that although 
regional free trade was the 
“right direction to go". Tan- 
zania was committing itself 
too quickly to a treaty that 
would, at present, best save 
Kenya’s interests. 

“When we started reading 
the treaty, we realised we 
were signing something 
which seemed to be a Ken- 
yan document,” said Mr 
Shah, “We should not con- 
sider that the three coun- 
tries are equal. If we are 
unequal , ft should be recog- 
nised." • 

Under the draft treaty, 
east Africa intends to elimi- 
nate all internal tariffs by 
2000, remove all non-tariff 
barriers, and create a cus- 
toms union with a common 
external tariff within five 
years. But there is no mech- 
anism, financial or technical, 
to compensate weaker states 
like Tanzania for the advan- 
tages of more industrialised 
partners - namely Kenya. 

Mr Gotecha wants Tanza- 


nia to be ihle to cut tariffs 
more slotfy than Kenya. 
“Tanzaniajat present has 


hi gher ent 
duties on 
payroll 
sive skilled 1 
economies 
"Kenya is 


beginning 
growing p 
private sect 
wete, 
he intende 
“some kind 
mechanism", 
cific 
The doubts 
question mar 
ty*s July si 
“Quite frankly 
*yes* or ‘no’ 
deadline ‘win 
Daniel Yona, 
minister, 
to slip, beca 
consensus. We 
the right way 
takes a few 
a year or two, 


costs, hi* 

parts, 
more exp ? 
ur and 
scale,” he said, 
years ahead." 
politicians are 
respond to 
from the 
Jakaya Kik- 

m ini«rt p_r, said 

to negotiate 
compensation 
bad no spe- 
the table, 
casting a 
the trea- 
sure date, 
cannot say 
‘the July 
met’," said 
e finance 
tend 
you need 
it to do it 
time; if iL 


over 
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CONTRACTS & TENDERS 


'ants 


INVITATION FOR BED 

mmTmm 

Cables network branch with the fund of Albanian Telecom 300.000 f three hundred) U: 
to procure for 

“EQUIPMENT, TOOLS AND MATERIALS FOR CABLES 
LAYING IN CONDUIT SYSTEM” 

Cables Network Branch invites the interested subjects to take part in the “InteroatL 
Tender” offering their highest quality with the best competitive price for delivery of „ 
materials to be used in tbe conduit system of the Albanian Telecom. A complete set of the 
Documents in English lan g uage may be purchased by interested subjects every da; 
Monday - Friday, at time 08.00 aan. - 15.00 pnu on the submission of a written req 
upon prepayment of a non refundable fee of 50 US. The document will be sent by Dl„ 
upon prepayment of a non refundable fee of 90 USD. Tbe payment are to be made directly 
premises of the Cable Network Branch or through its following address. 

cables NETWORK BRANCH. 

F1UAU 1 RRJETEVE KABLLORE 
National Commercial Bank 
Account Number 639/107/01 
Serving Bank 

Account Number 3265/3710 ( 

ALBANIA { 

The Bid must be submitted to the secretary of tbe Cables Network Branch on the follow! 
address: 

CABLES NETWORK BRANCH 
FIUAU I RRJETEVE KABLLORE, 

Rrugp "Alexander Moisiu Kinostudio. Tirana-ALBANJA 
Tbe Bid must be submitted not later than 20 January. 1999, at 10.00 a.m., when the Bid will 
be open in Cable Network Branch premises in the presence of Bidder’s representatives who 
wish to attend. The Bid Security will be forfeited if (be bidder withdraws its Bid after the Bid 
will be open or, refuses to sign the Contract. 

For any further information you c an contact the following address: 

CABLES NETWORK BRANCH 
nUAU I RRJETEVE KABLLORE, 

Rmga “ Aleksander Moisiu” Kinostudio, Tirana- ALBANIA 
AttniElsn KASIM ATI 

Tel: ++355 42 Z63468 Fax: ++355 42 32200 
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High Court 
to consider 



smokers’case 


By Robert Rica, 

Legal Correspondent 

The legal test case being 
brought by 53 lung cancer 
victims against Imperial 
Tobacco and GaDaher, mak- 
ers of 80 per cent of the ciga- 
rettes sold in the UK, 
returns to the High Court 
today for a hearing that 
could stop the case going to 
trial 

The tobacco companies 
want the court to riile on 
whether the victims have 
left it too late to sue. 

They say that 37 of the 53 
plaintiffs were diagnosed 
with lung cancer more than 
three years before commenc- 
ing legal action and there- 
fore are barred from airing 
by the 1980 limitations legis- 
lation. 

The victims are suing for 
the alleged failure of tbe 
tobacco companies to com- 
ply with a duty to minimis e 
risk to consumers by reduc- 
ing tar levels in cigarettes 
when the link between tar 
and cancer became dear in 
the late 1950s. 

Last month HSBC Securi- 
ties downgraded its invest- 
ment recommendations on 
Gallaher and Imperial from 
“add" to “hold". HSBC said: 
“Our concern is prompted by 
a sense that investors have 
become too dismissive of the 
UK tobacco litigation." 
Under English law victims 
have three years to sue from 
the date they first realise 
they have a significant 
injury that may have bee' 
caused by the alleged neg* 
gence of the defendant 

If they do not sue with 


they are barred 

-natringr a elaiin nnl ftss 

jurt uses its discretion 
to aJ?w them to proceed, 
tedding whether to let 
ises proceed the judge 
rnve to assess the mer- 
the overall case against 
thefobacco companies. This 
wilbe tbe first time that the 
stii tantive arguments in 
the iti Ration will be aired in 
coi t and the hearing Is 
exp :ied to last two weeks. 

T e tobacco companies 
say hat of the 10 plaintiffs 
sell ted by both sides as 
“le cases", nine were diag- 
no* 1 as suffering from lung 
cai er more than three 
yej s before writs were 
iss xL On average the plain- 
tiO are 10 years too late to 
sui they say. 

1 ’ Justice Wright was 
asj pied to the case in April 
an in June he made a pre- 
Iks iary ruling that there 
sh id be a trial of tbe limi- 
ta n issues and that plain- 
til who discontinued their 
ac >ns should pay their pro- 
P{ ion. of the defendants' 
ct znan costs up to tbe date 
ol liscontinuance. plus any 
ci s specific to their case. 

he plaintiffs are appeal- 
i against that costs order 
c 1 tbe Court of Appeal is 
< lected to hear the appeal 
i February. The trial itself 
>ot expected to start until 
uary 2000. Since October 
25 of the original 62 
tiffs have discontinued 
laims against one or other 
the defendants and nine 
have discontinued their 
claims against both. Costs 
orders have been made 
against them. 


Anger at minister 
over CHna visit 


By David WgMnn, 

Politic^ Correspondent \ 

Clare Short, the outoken 
international deveMnent 
secretary, provoked other 
storm yesterday by oudly 
declaring that she rtsed to 
lobby on behalf opritiih 
companies during recent 
trip to China. 

She said it was n<her job 
to help British cipanies 
win overseas contcts and 
that foreign counts should 
buy goads from tbAeapest 
suppliers. 

In a televisionQterview 
she revealed th;her offi- 
cials had sugfited she 
could put in a gil word for 
British compani- “Within 
my briefing the was some 
suggestion that night raise 
the odd contri that was 
around. I didn'Mther." 

One' senior imber of the 
government ast night 
admitted it » a “serious 
gaffe" that as “pretty 
emtarrassin-for British 
companies”. 

Dawning reet merely 
said Ms Sho was the gov- 
ernment's “tee" on Inter- 
nationa] dewpment issues 
an< that r: government 
“irrests a ige amount of 


time and resources promo- 
ting British firms overseas 
to considerable effect". 

Ms Short's attitude was 
immediately condemned by 
John Redwood, the opposi- 
tion industry spokesman, 
who called on the prime 
minister to make clear that 
all ministers had a duty to 
promote British companies. 
“I'm calling on Tony Blair 
[the prime minister] today to 
discipline Clare Short and 
tell all ministers that they 
must help business from 
Britain when travelling 
abroad at taxpayers’ 
expense." 

The Confederation of Brit- 
ish Industry said it saw the 
role of government ministers 
as “facilitators in building 
and developing trade 
between the UK and China". 
But it did not expect minis- 
ters to “promote Individual 
companies or deals". 

Ms Short has a record of 
outspokenness that has 
earned her rebukes from the 
party leadership. Most 
recently, Mr Blair was forced 
to distance himself from an 
attack sbe made on Presi- 
dent Clinton, who she said 
was “not really fit" to hold 
high office. 


Cut in interest 
rats expected 


iy Robert wte, 
sGouamfcdltnr 


The Bjk of England's 
monetai policy committee 
is expert! to cut UK inter- 
est rateor the third time in 
as man months this week, 
amid pdictions that base 
rates igbt eventually fall 
as low* 3 per cent 

In a ill or 26 independent 
econosts by Reuters. 20 

esped a quarter-point cut, 
threexpccted a half-point 
cut el three expected no 
chan. The median view 
saw J5 per cent chance of 
xatesdling this week and a 
35 p cent chance of them 
refusing at 6.75 per cent. 

Tf MPC starts Us meet- 
ing l Wednesday and will 


announce its decision at 
noon on Thursday. Expecta- 
tions of a further rate reduc- 
tion have taken hold since 
the publication of the Bank's 
unexpectedly hawkish Infla- 
tion Report last month. Sur- 
vey data have suggested that 
the economy is slowing fas- 
ter than expected, with 
weakness now firmly estab- 
lished in the hitherto robust 
service sector. 

The Chartered Institute of 
Marketing predicted in its 
latest quarterly economic 
report that the UK would 
narrowly escape a technical 
recession, in which output 
falls in two successive quar- 
ters. The institute projects 
growth next year of no more 
than 0.4 per cent. 
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CONSTITUTION PARTY.'LEADER PERSUADED TO DROP POLICY TRUMPETED AS FLAGSHIP PROPOSAL,. 


Tories abandon plans for English parliament 



Conservative party leader WffiaiTi Hague 


Press Association 


By George Pater and 
David Wigtitoa in London * 

William Hague, leader of the 
Conservatives, the main UK 
opposition party, ha* aban- 
doned plans to set up an 
English pariiaiiwn^ just two' 
months after the idea was 

billed as the flagship pro- 
posal In his speech to his 
party’s annual conference. 

Mr Hague had argued that 
an English parliament could 
serve as a counterweight to 
the new parliament in 'Scot- 
land and the' national assem- 
bly in Wales. But his allies 
have persuaded him to drop 
the idea, arguing it would 
establish a powerful rival to 
the UK parliament and could 
undermine the union. 


However. Mr Hague, is hop- 
ing to open, up auathar front 
in his battle over the govern*' 
meat's c pngritnHnnai - re for m • 
by . proposing the replace- 
ment of tbepowar of heredi- 
tary peers wtthaa todfcoefly 
elected second chamber. 

- Mr Hague believes the 

move will bolster jiTbzy 'exftir 
dsm that the govMxuhent is 
pressing ahead -with aboli- 
tion of hereditary peers from 
the second chamber without 
having decided w ha t to' put. 
in their place. 

Some" forin of indirectly 
elected upper home is expec- 
ted to be'ihe niftin recom- 
mendation of a review of 
Conservative policy on lords 
reform cunrentiy being con- 
ducted by. Locd-Macfcay, the 


former .Lord Chancellor. 

But Tory attacks on the 
government were yesterday 
once more overshadowed by 
infighting following Mr 
Hague’s sacking of Lord 
Cranbome as Conservative 
leader In the House of Lads. 
Lard Fraser, who resigned as 
deputy pleader, in tlx Lords,' 
.accused Mr Hague's office of 
.poisoning Lord Cranbome ’s 
reputation “rather than 
reflecting on how best work- 
ing relationships with Tory 
peers in the Lords might be 
iwtaMybadV- 

The abandonment of the 
English parliament proposal' 
will be c mifinu pd within the 
next few weeks, when the 
C on serva ti ves publish, their 
plans' for future arrange- ‘ 


meats for England in the 
post-devolution UK. 

'“We' looked at an English 
parliament, but the argu- 
ments against It were too 
powerful to be siumounted," 
said a senior Conservative 
official. 

The decision is embarrass- 
ing for. Mr Hagv«, whose 
aides billed the proposal as 
one of tbe most important 
aspects of bis : conference 
speech in Bournemouth in 
October . 

'However Michael An cram. 

. party chairman, and Liam 
■ Fox, constitutional spokes- 
man, both feared the cre- 
ation of an English parlia- 
ment would render the UK 
parliament largely irrele- 
vant 


Government to set up $41m fund for victims of Nazis 


By David Wghtofl, 
Polffical Correspondent 


The UK government is to set 
up a £25m fS4L25m) fund to 
compensate victims of Nazi 
persecution for assets confis- 
cated by Britain during the 
second world war. 

Peter Mandelson. the trade 
and industry secretary, will 
today announce plans for an 


Independent panel to con- 
sider claims. The move will 
put .pressure on other coun- 
tries,, such as the US and 
Switzerland to- follow suit. 

The assets mainly involve 
victims from Hungary, 
Romania, Bulgaria and the 
Czech Republic whose prop- 
erty was confiscated because 
their countries were held to 
be allied with the Nazis. In 


the run-up to the war, thou- 
sands of Jews moved assets 
to Britain. Switzerland and 
.the US only to have them 
seized when the war broke 
out The British government 
has admitted that previous 
efforts to offer compensation 
have been inadequate and 
unfair. 

The Holocaust Educational 
Trust has identified about 


300 cMmants .-than 
Europe, ferael and Argentina 
who will be allowed to Rfaftw 
their property' with reason- 
able proof of ownership. 

Mr Mandelson will use a 
speech to the Anglo-lsraeti 
Trade -Federation in London' 
to outline , fix plans for foil 
payment of dalms before 
announcing the details in 
the Commons cm Tuesday., 


The government's move 
follows last week's interna- 
tional conference in Wash- 
ington on holocaust assets 
where . delegates from 45 
coutUries agreed a set of 
principles for returning art 
works looted from Jewish 
owners. Some estimates put 
the value of missing art 
works at fSQbn. - . 

Kartter this year, UBS and 


Credit Suisse, the two big- 
gest Swiss banks, headed off 
a threat of sanctions by US 
pension hinds by agreeing to 
pay $l.25bn to holocaust sur- 
vivors. Other European 
banks. Insurance companies 
.and industry groups are 
under pressure to offer simi- 
lar settlements. 


Editorial Comment, Page 17 



NatWest 


GLOBAL FINANCIAL MARKETS 

The power to put you first / 
www.natwe5tgfm.com 

NatWest GFM comprises (he Global Foreign Exchange, Currency Options, Structured Derivatives, Emeigingi/vtortets and Money Market business of the NatWesr Gr 

NatUfesJ Global Financial Morkels.l 35 Bnhopsgote, London EC2M 3 UR, England, telephone +44 *0)171334 lOOO. fbalmile +44 {0)171375 4006 ° " ^ 






advertisement 



NTT's major projects in Asia 


V 


\ V t-.’.’J 
It- ' v. ~ 



AMF; bringing a multimedia project to fruition 


oiiucinct Set up in June 1997. the 

AMF was created by 
leading companies 

. infocommunications 

| arena 10 promote the 

j9Ppre^jl ' 7 ~V multimedia applications 

and services. The 40 
HHnni participating companies, 

att Tii mJhu Jwt-iihiru MiyiKM as of June 1998, 

.a jjrsHti ov Mh’nn, ! ,j include carriers. 

vendors and trading 
firms, most of them based in the Asia-Pacific region but 

also dmuTi from the United States and Europe. In addition 
to the ATM interconnection tests, the AMF is conducting 
\arious other international multimedia projects, such as 
satellite infrastructure verification trials. Since its 
inception . NTT has served as the organisation's secretariat. 



A global presence through joint ventures 
and partnerships 


NTT recently established two joint ventures in China: 
Beijing Telecom NTT Engineering (BNTE), together 
with the Beijing Telecommunications Administration; 
and Shanghai NTT Telecommunications Engineering 
iSNTE). with the Shanghai Posts and 
Telecommunications Administration. Arcstar is 
assisting both of these initiatives in the provision of 
global system integration services. 

The group's management participation includes Sri 
Lanka Telecom: Asia Internet Holding, which provides 
Internet connection services in the Asia-Pacific region 
through its Internet backbone: and Smart 
Communications in the Philippines, which offers 
operational and technological support for local public 
telephone services . 

Serv ice licences were recently awarded in Singapore 
to the StarHub consortium, which consists of NTT, 
Singapore Technologies Telemedia, Singapore Power 
and BT. Plans call for public basic telecommunication 
and puhlic cellular mobile telephone services, which are 
scheduled to start from April 2000. 

Furthermore . NTT has signed contracts with 
individual telecommunications authorities and local 
carriers to establish several million new telephone lines 
around Asia. 



Linking Asia, 

America and Europe via submarine cables 


NTT is also actively 
participating in three 
intercontinental 
-• . cable network 

projects. The China- 
■ US undersea fibre- 

optic cable network 

is schedu,cd to 8° 
into operation at the 
end of 199*>. to meet the growing demand for 
international telecommunications services in the Pan- 
I’.ieilie region, including Japan. the United Stales. China, 
Korea and Taiwan. The Japan-US submarine cable 
network. wh;ch is due to start operations in the second 
quarter of 2ikH». will connect Japan with the US 
mainland ua Hawaii. And to meet the increasing 
demand for multimedia traffic on the Japan-Europe and 
Japan-US routes, the planned TAT- 1 4 Cable Network 
w til connect the US mainland with the UK, France, the 
Netherlands. Germany and Denmark, with services 
starting in the fourth quarter of 2fi00. 

In the United States, NTT has made inroads in a 
number of areas of the communications industry. In 1994. 
VTT assumed a rrcinagement role in NEXTEL, a move 
thar supports its mobile communication business. In 
Scpiember 1^9?. NTT acquired 10.5^ of Teligent, thereby 
improving u> wireless local access business, and more 
recently invested in Verio at a level that allows 
management participation in the provision of global and 
domestic l!S IP 


services, NTT has 
also opened numerous 
offices in Europe and 
Latin America, to 
support a v aricty of 
businesses operating 
in these regions. 
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Management participation 

in Smart Communications. Inc, 


■w Management participation 
a m Sri Lanka Telecom, Ltd: 


Participation inStarHufr Pte. 


Installation of telephone- firres- 


!' Asian MuttimecJia Forum 
fc consisting of over 40 members 

: i investment In Asia Internet 
• 4 Holdina Co.. Ltd. 


In the United Sp 
an Arcstar global An 
of a Pacific Rim Ay 
services include a 4 
16 kbps tor 45MB 
communication ‘spj 
connecting points are 
. .NTT’s manage 

economical perford 
business network C 
fixed networking aj 
service supports 
economical virtual \ 
NTT’s fax service jj 
e-mail-to-fax and ■ i 

highly affordable rat 
network and system 
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the development ;of i 
throughout AsiaJ . 
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Connect with Asia j| 

NTT — Th'e ideal choice for rsUcbis communications. 


Ar^tar Advanced global communications from NTT. 

Arcstar offers you a uniquely reliable global connection. In feet, no one offers a stronger connection 
with Asia and the Pacific. In Japan, for example, NTT has been providing fully dependable 
communications for more than a century. As one of the world's leading telecom providers, NTT can 
provide you and your global offices with an unsurpassed level of service. From round-the-clock 
multi-language assistance and business support to emergency backup. Now, connecting with Asia is 
a simple matter of connecting with the right partner. 
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sfemanri’s newV- 
ian predicts r$ 
rs> - J changes, ■ 

8 Frederick . . 
latin 

Gtttersloh, the sleepy 
Westphalian head- 
quarters of the 
lszhann media enftdre, 
ins to belong to another 
t Culturally and geo- 
fehically It is Car removed 
the buzzing media cen- 
of the modem world. 

Set dining the past year; 
pe*s biggest media 
p (the world's third- 
t) has placed the prim 
□■-.town squarely, odl 

publishing map. 

acquisition of Random 
the US publisher,- for 
(E72ahx strengthened 
.lstoann’s position- as' 
world’s leading publisher 
ih English. The Ger- 
Ccuhpany already owns 
i JJoUbleday Dell in 
, . i ^ehd the combined 
ratztni will have esti- 
sales of $l.9bn, or one- 
, ,o£!the US market. 
rfeSsmahn has also, 
fed ai stake ih'baroaafttf- 
keLpam in -the US and set 
'ifioolcsmRne in Europe, 
internet ^bookshops, and 
farther fti AOL Europe, 
iiSt vairtujfe wffh Anieritt 
iefr-theUS. 
ae ; Man -.Who - againfit 
wishes 'of fellow board 
□hers : took Bertfefts- 
lp into the world- 1 * 
ffte' Services is Thomas ' 
dfeihofc, .Bertelsmann's 
efir-old new chairman. 
rttitldelboIFs preferettfcfe 

W ts apd a fondness. 

rrrlggt ; suggested" 
fcervativ£" approach 'Ho 
atdesS; Bit tie way 
f positively sparkle vttn : 
X hirtas to electronic ciJW ; 


inercs, dr the “digitalisation 
of content delivery", betray 
an openness to ideas and a 
‘determination to put them 
into practice. 

Mr Middelhoff clearly 
believes the future of pub- 
lishing lies as much in 
cyberspace as in print. It 
was his understanding of 
information technology - he 
wrote his doctoral thesis on 
an online services company 
- which was an important 
factor 1 in his appointment as 

c ha ir m an lac fr month 

With electronic and “new” 
media set to account for half 
the group's sales by 2000, Mr 
Mjddethoff was seen as the 
right man to carry Bertels- 
mann into the next c e nt u r y . 

It will be a journey into 
uncharted territory, and not 
only because electronic 
media products appear light 
years away from the book 
ctabp that were osqe the cor- 
nerstone of Bertelsmann's 
business. Moving into the 
electronic age, Mr Middel- 
hoff admits, will involve rad- 
ical changes in management 

At times, one might be for- 
given for thinking Mr Mid- 
delheff would be happier 




LUCY- kellaway 


way to the top 


ft's better that the board, tackles an 
executive’s heavy-drinking habit before 
it becomes a company problem 


m 


Mil 








adapt to new technology: 
"We discuss who is responsi- 
ble while other start-ups get 
out and do it” 

Changing the way things 
are done is a priority for the 
chairman. “The internet will 
grow across our product 


TTie internet will grow across 
pur product line. We need to 
educate top executives’ 


reaming one- of the internet 
start-ups he so obviously 
admires. Managing a group 
with annual sales. of nearly 
DM26bn (£9bn) and interests 
that range from book pub- 
lishing to pqy_ teletisjon -to , 
internet "telephone services? - 
has its frustrations, he says. 

There are, for example, 
bureaucratic hindrances in 
trying to get Bertelsmann to 


line," he says. "We need to 
educate top executives to 
understand new technol- 
ogy”. ' . • , 

The Internet, he says, 
offers obvious opportunities 
to^Be riri sigann. but It wiQ 
^6e a cBSUeOge to reconcile 
the coordination demanded 
by technology with a culture 
of decentralisation. 

Bertelsmann's empire is 


6mm .Guide to Thomas Middelhoff 


-b • ;■ 

H OCfesefcto rf, May fe$3. 

Business studies decree from 
iMmsity.ksf Munster followed by 
tor s# in i 986 for a -dissertation 
TOimfetioh technology and 
media. 

ittesft bahkground: The 90n of a 
tifah-sfcm textile manufacturer, Mr 
fothOff got hto first taste of business 
dng.fbr the family firm. It was 
tfiatfVe.The German tettto industry 
kdufvfeiteto the threat from tower-cost 
npetdbn from south-east Asia and Mr 

P s dharged with moving 
operations away from 
laf taught Wm' the- “need 
ike hard decisions 

RMS-mans Mr Middelhoff made his first 
Whet frith Bertelsmann as a student and 
" "toted assistant to the board of 
k, a Bertels m ann printing 
, when he completed Kte doctorate 
-the appointment, which Involves 
ift r^vge from being a gforified 


bag-carrier to influential confidante, 
is a popular starting point for 
many of Germany’s young 
executives. 

For Mr Middelhoff the position quickly led 
to being appointed head of Bsnerdruck, a 
loss-making printing company based 
in west Berlin. 

In 1994, only eight yeas after Joining 
Bertelsmann, Mr Middetraff was appointed 
group board member with responsibility for 
strategic planning and new media activities. 
He made his first important move a year 
later when he persuaded the board to taka a 
stake In America Online and build up AOL 
Europe In 1997 he was appointed 
chairman-designate and officially took 
over from Mark Wdssner, who now 
chairs the supervisory board, on 
November 1 1998. 

Family man: Married with five children, 

Mr Middelhoff lives In a suburb of 
Bielefeld where the family keeps a 
collection of peacocks, dogs, cats 
and horses. 


divided into 300 "profit cen- 
tres”, a form of organisation 
which allows managers more 
independence in the way 
they run their businesses. 
But decentralisation also has 
its drawbacks. Various parts 
of the group have not always 
worked at cross-purposes. 
How do you explain the fact 
that Stern, the flagship mag- 
azine of Gruner imd Jahr, 
Bertelsmann’s ma gazine and 
newspaper division, offered 
readers a CD-Ronr for free 
internet access from an AOL 
rival, when Bertelsmann is a 
partner, in AOL Europe? 

. Mr Middelhoff hopes the 
internet > will weave the 
group .closer -together. It is 
already making a deep 
impact at Bertelsmann. 

directly plugged into the ■ 
internet ■ ;• 

He sees- certain parts- of 
Bertelsmann’s traditional, 
print-based operations: mov- 
ing over almost completely- 
to the internet An example 
is the group's professional 
publishing activities, which 
were bolstered last month 
with the acquisition of 
Springer Verlag, a German 
scientific publisher. 

In general book publish- 
ing, Mr Middelhoff sees tech- 
nology making more of an 
impact by way of electronic 
purchasing, though he does 
not rule out a market 
for digital content 
delivery. . 

Like many media execu- 
tives. he thinks content is 
paramount “If you have a 
strong backlist, then you 
have a strong future." The 
drive for content was what i 
led Bertelsmann to buy Ran- 
dom House this year, a deal 
engineered by Mr M iddelhoff 
during his one-year sojourn 
in New York. 

He ran up horrendous 
travel bills while commuting 


isiiif 


by Concorde, - some times 
weekly, between Manhattan 
and Gatersloh. It was also' in 
New York - where he moved 
last year to improve his 
(now excellent) English and 
prepare for the chairman- 
ship - that Mr Middelhoff 
suffered a big shock. 

He was dismayed to dis- 
cover how little Berte lsmann 
was known outside its home 
country. While people might 
have been aware of individ- 
ual Bertelsmann units, such 
as Doub1ed?y or the RCA 
music business, hardly any- 
one had heard of 'the 'group. 
“When I -told them '-Bertels- 
mann was the third -biggest, 
media group in the world; 
they looked at me as if I mb' 
mazy," be says. 

JBe is deteminedto -buQd 
a strirag "brand recognition" 
for Bertelsmann. . 

' With more than two-thirds 
'of sales now coming from 
outside Germany, in a busi- 
ness • characterised by 
heavily branded titans such 
as Disney, Time- Warner ' or 
News Corporation, Mr Mid- 
delhoff insists — that 
it ;ls essential for the 
company to project a more 
global image. .. » 

“We have to make dear 
what the corporate brand 
means, otherwise we can’t 
hire the best .talent 
from - business- schools,” 
he says. 


“I thought you might be 
interested to know," said an 
unfamiliar, rasping voice on 
my answer machine, “that- 
Mr XXXX is an alcoholi c." 

Given that Mr XXXX is * 
respected executive at one of 
Britain’s best-known - 
companies, and given that 
he has just been promoted 
into ah important new job; I 
was in tereried, and decided 
to make inquiries. 

Oh yes, said everyone. Mr 
XXXX is well known to be 
an alcoholic. Everyone 
knows; just no one says. 

Wonderful. I thought. This 
is yet another example of the 
unfairness corporate life. 

If yon are towards the 
bottom of ah organisation 
and you are found to have a 
drink problem you are likely 
to be fired, or at least .; 
disciplined. But if you are 
towards the top .you can 
expect to be promoted and 
everyone around yomvriH 
conspire to keep your little 
problem a secret: (Everyone, 
that is, except the odd rival 
who may leave messages on 
journalists' phones.) 

But then 1 thought: so 
what if Mr XXXX does like a 
drop? Does it matter if our 
businesses are. run by 
alcoholics? What is ah 
alcoholic anyway? The best 
definition I have come across 
is that an alcoholic is ; / 
anyone who drinks -more 
than you do - fe; fhe«'tenn is 
Subject! ve. to say the least 

■ Obviously we care if the 
boss is'iirtmk at work. We 
care if they;fto rill^thSngs or 
their judgnaesjt^r to? at fault 
But many people have, the 
qgpactty-to drinfc&gu 
extraordinary amofiSE? and 
still do a more than ' . 
acceptable job. Take ' 
Winston Churchill. He drank 
to excess and still got one 
over Adolf Hitler, who was 
teetotal. 

■ If Mr XXXX is in the 
Winston Churchill category 
then I can’t' see that his 
drinking habit necessarily 
disqualifies him from the job . 
in band. It toay be bad for 
his liver and his family, it 
may kil l Him in- the end, but 
for the time being he still 
may be better at the job than 
the next best person. 

However, the drinking 


habits of a chief executive 
are something the rest of the 
board, needs to keep an eye 
on with a view to stepping in 
should rhing s start to 
deteriorate. For that is the 
problem with booze: you 
may be controlling it twa 
year, but It may be - 
controlling you next 
One way. of dealing with ‘ 
alcoholic executives was .. 
practised by John D. 
Rockefeller. His heir 
apparent, John Archbold, - 
was a natural for the job in 
every respect, save his love 
for the bottle. So Rockefeller 
got him to sign a temperance 
pledge* and Archbold 
succeeded both in keeping 
off the booze aito in making 
a good job of running 
Standard (XL 
Temperance pledges not 
being the thing then days, 
modern boards straggle with 
the problem, and on the 
whole tend to shelve it until 
it is too late. Consider the 
case of Union Pacific. By the 
time fellow directors told 
CEO Drew Lewis to dry out 
or get out the problem was 
already very serious. 

Wall Strert did not take 
kindly to being without him 
while he was in the clinic. 
Even when he was back in 
the job there were incidents, 
such as Ms being stopped by 
thepolice driving up the 
wrong ride of the motorway 
after having had a glass 
or two. 

. The lesson is that boards 
have to be swift tough, and 
open about the problem 
before it becomes one. If Mr 

[oFcmewECfiN'f 
WE THE JWNWESAS 
£0iD-] DUNDEE 
THE TABLE, 


tarn, 
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BUSINESSES EDUCATION 


Free Your Mind 
With A 

City University 
Evening MBA 


"The Cambridge MBA auttmma to 
rapoad totbe eballeugt of the changing 
worU ofartmatiOMtU management, . 
nuanmg dote BnktwUb the bnsmees 
eotm mnmt j and adapting a teaching ttyle 
dtat h practical, hmonative mnd relevant,' 


XXXX does indeed drink a 
lot that in itself may not 
matter. If the board has not 
discussed the matter with 
him ; that could matter very 
much indeed. 


It was only a matter of time 
before the unisex loos in the 
kooky TV show Ally McBeal 
started to catch on in real 
life. And now it has 
happened Yarde Metals, a 
privately owned company in 
Connecticut, is building a six 
stall unis ex “restroom” into 
its new office building- The 
company -founder has told 
the Boston Globe that unisex 
loos are essential to a 
company that takes equality . 
seriously. After all, it is not 
fair to exclude one sex from 
the office gossip and politics 
of the other. 

That's all very well. But 
precious little gossiping and 
scheming seems to go on in 
the loos. The reason: you do 
not know who is to the"-., 
tutfi cl e next dooriAl least 
you can now gossip about a 
person if they happen to be 
of the opposite sex; the effect 
of unisex loos will not be to 
include everyone in 
restroom gossip but to stamp 
it out altogether. 


I recently wrote about the 
pitfalls of using management 
tools at home; a reader has 
sent me another example: 
the tragic story of the man 
who tried to kaizen his 
kitchen. 

A US executive who was a 
leading proponent of : 
Japanese lean production 
techniques decided to apply 
the same principles to his 
kitchen, his bathroom and to 
the running of his house. On 
the face of it, this is a good 
idea - most people's homes 
offer plenty of scope for 
efficiency gains. But ft ended 
in tears. The constant 
upheavals and blitzes turned 
the home into a restless 
place where there was no 
longer any certainty as to 
the toaster’s whereabouts.’ 

His wife valiantly put up . 
with it for two years, but 
became so exhausted at 
having to strip down her day 
to actions which “added 
value", that she did the only 
thing left to her and 
divorced him. 

lucy. keUamay^FT- cam 
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INSIDE TRACK 


MANAGEMENT JARGON COMPETITION 

Winning 
ways with 
dire prose 


Diane Summers 

on the choicest of 
this year's 
gobbledegook 
entries 

I Two consultants and 
| ;i 'ft ware developer 
Uwaure the supreme win- 
ners- «>f this years Financial 
rimes Management Consul- 
tancies Association business 
jargon competition. 

Enteral ns at the top of a 
heap of HH) entries of exem- 
plary awf illness trnm around 
the world are: Arthur D. 
Little. Poly Dix*. and Man hat- 
tan Associates. The three 
people uhey opted for ano- 
nymity i who submitted the 
extracts, right, each receive 
£ 100 . 

The challenge to readers 
was to examine their in- 
trays. bookshelves, drawers 
.ind waste-paper bins for the 
choicest examples of gobble- 
HM H ook. wilfully contorted 
prose anti business jargon. 

We said entries could 
come from, for exaiuple. 
internal reports, published 
books, brochures and pro- 
motional material - the only 
condition was that the 
offending material had to 
have been written during 
the previous year. 

All types of organisations 


technology pipelines”. 

Tom Sornmerlatte. one of 
the authors, admits that the 
extract, from Prism, the 
firm's journal, might look 
"dense and loaded" to the 
untutored eye. Fans of the 
prose should note that a 
full-length book is being 
worked on Tor publication in 
the spring - the Prism piece 
was a distillation, says Mr 
Sornmerlatte. 

PolyDoc. the second of our 
winners, is an Amsterdam- 
based company that 
describes itself as providing 
"business solutions Tor 
knowledge-rich and commu- 
nication-intensive business 
processes". The winning 
extract comes from a "Pro- 
duction Lines Tor Knowledge 
Factories' White Paper” on 
the firm’s website - ituir. 
polydoc.com for those want- 
ing to see it in its full glory. 

This entry's master-stroke 
is surely the final sentence: 
"Each action contributes to 
a part of the macro-func- 
tional as well as the macro- 
propositional t = content) 
model of the holistic pro- 
cess". Perhaps the meaning 
is immediately apparent to 
some readers: the judges 
entirely Tailed to unravel it. 
but their wits may have 
beeu dulled temporarily by 
their labours. 

The third winner. US- 


The three winners 

Arthur D. Lithe: 

™> kBV 35 s "“f ““ 

clustered sustainable high-vaiee 

Pathway 1. ”a^^ rt « pr1 " 

sustainable innoeabon acrcse portfolio ol 

Pathway >. “T* 

« "ovaeon process 

Pathway 3. '* * . te sue® from ^ 

sr-.— - zzzzzsz? 

-deployment and inv ^ deploying P***’ 

‘"""““’a. creasns me motivator end metnne to 
Pathway 6. Creating . continuous 

^ch the or 9 ar ‘ 2 ^ a ^^novatk)n - particularly . 

-eaten end caphne. 
areas of leaders p t—waviour 


Manhattan Associates 


i. 

f 


I- 


s 


r 


end innovate f-ha-Ktur 


return on : 

p, pragretSk By 


; This press release may contain forward 
; -looking statements relating to 
i Manhattan Associates Inc and Richter 
: Systems Inc. Among the important 

factors that cause actual results to differ ^ 
: materially from those indicated by such j 

! fonvard-looking statements are delays % 

; in product development, undetected q- 
; software errors, competitive pressures, ^ 
i Technical difficulties, market 
i acceptance, availability of technical 
; personnel, changes in customer 
: requirements and general economic 
conditions. 

F.winoir la Mjjuharnm Associaies preu ideme 


PolyDoc 

I^. nC,erStand th6 ent, ' re Process in "" 
sufficient depth. PolyDoc analyst each 
- single action or event as related 
: structures within the architecture. The 
. analysis looks at functional structures 
•' s® man ti c structures and Irnguisticform 
; sfructures such as document ■ 

® h part of the ma ^^nctiOT^ 2 w^f i 


/■ ■ 
V:- 

>■. 


Ron Jo*** 




B/ Huuj Ruoen. 


with Richter Systems. 

Id case you are wondering 
what Richter is. it has “pro- 
vided integrated software 
application solutions to the 
retail, distribution and man- 
ufacturing markets." as well 
as offering “consulting ser- 
vices with unparalleled 
domain expertise and 




turer, which narrowly 
escaped full-winner status. 

It pleaded that an interna] 
document produced by its 
European operation, entitled 
Whirlpool Leadership Decla- 
ration. was still at a draft 
stage. Perhaps it will 
improve. 

Here is a Savour “We vig- 


and professional advisers - orously and pervasively 


management consultants, 
lawyers, accountants, bank- 
ers and business gurus - 
were fair game. 

All three winners hold 
equal first position: the 
judges felt each of these 
entries had ghastly qualities 
of similar merit. The extract 
from consultants .Arthur D. 
Little must take the prize for 
the sheer number of buzz- 
words per printed inch. 

Fur example, note the vir- 
tuosity of "energizing a 
seamless innovation process 
from concept to market - 
deriving its energy from 
both high-value product 
pipelines and robust 


The judges entirely failed to unravel it, 
but their wits may temporarily have 
been dulled by their labours 


based Manhattan .Associates, 
might have qualified, like 
PolyDoc. by doing no more 
than defining its own activi- 
ties. The firm describes itself 
as a "distribution center 
management system pro- 
vider for the consumer sup- 
ply chain”. 

The winning extract is a 
footnote to a press release 
announcing a link-up 


proven methodology". 

The judges fully accept 
that Americans are litigious 
- but why not simply say 
“whatever happens, it isn’t 
our fault"? It would amount 
to just about the same thing. 

Apart from the winners, a 
number of entries deserve 
honourable mentions. First 
among these is Whirlpool, 
the US white goods manufac- 


develop leadership . . . Whirl- 
pool Leaders move organiza- 
tions from the current to the 
future by creating visions 
that propel people into 
action . . . They build a fer- 
vor to solve prob- 
lems . . . Leaders have an 
unyielding moral com- 
pass . . . More than anything 
Whirlpool Leaders create in 
everyone passion ifire) to 
f ulfill the brand promise . . 
Remember, we are talking 
washing machines here. 

One reader enterprisingly 
submitted the whole text of 
President Clinton's address 
to the nation in the wake of 
the Lewinsky affair. Was it 


business jargon? The judges 
were not sure, although they 
accepted the following bit 
was probably as tricky as 
any press release disclaimer. 
“As you know, in a deposi- 
tion in January. 1 was asked 
questions about my relation- 
ship with Monica Lewinsky. 
While my answers were 
legally accurate, I did not 
volunteer information.” 

E-mail correspondence 
could probably have justified 
a category of its own. This 
response to a proposal seems 
to have have been copied 
around the European offices 
of one company. “We're on 
board with that over here. 
[Name] and [Name] are in 
lock step on the global 
research and we've made a 
point to the clients about 
feeding the results into what 
we execute on this side of 
the pond.” Wasn’t e-mail 
supposed to have made com- 
munication simpler? 

Job advertisements 
yielded rich pickings. For 




example, one organisation, 
seeking its First executive 
director, began its ad: "The 
new Center will facilitate a 
universal and intersectorial 
interchange on challenging 
humanitarian issues in the 
context or societal change." 
The ideal candidate would 
be an “excellent communica- 
tor, preferably in several 
global languages," it contin- 
ued. Just as well. 


The judges were: Andrew 
Gowers, deputy editor FT; 
Alan Reid, UK head of 
finance and infrastructure 
KPMG and immediate past 
president. MCA; John Kay. 
director Said Business 
School, Oxford; Nigel Gilbert, 
pro vice-chancellor University 
of Surrey: Hugh Donaldson, 
chief executive Jarvis Porter. 
Katherine Morgan, senior 
editor Plain English Cam- 
paign; Bruce Petter. executive 
director MCA Winners icill 
be notified by the MCA. 





TIM JACKSON 

ON THE WEB 


Surfing in the 
land of the free 


An internet access service open to all has 
a lot of potential but building it up could 
prove to be a tough task 


K.-vm KHIv. «un* tli.- 
grain! ■■i>1 iin a n of W'ionl 
iiiac:i.‘ixn‘. h.«» corned :i iR-nt 
phr.Ki- fix .nl.ipiiivj a lmc 
In mi .1// Prvf blent > 
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TlirM.il i\ Inspiring in an 
l mi Ii'i'gn mini »\ir |mrk. tolil 
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iiH'ii'-y". Ki.-lly h'.-hou'S tin- 
■ •■|inv.ih-m .Mlvki-.m i I k* 
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bviiu: ;iicn :ma> Irur are 
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Tlir until >n worked well 

mil lallv uiili Noisoapo. 
wlin-h achn-iod its iwisuion 
in tho browser market by 
dvincaivav Pm copies of its 
.-mi ware. Mirabilis. the 
1-r.ieli -Jiarl-up that built an 
instant mossa-t- software 
package, gave it away to Mm 
< ii-i M iners and was then, as 
a reward. bought by AOL fur 
5".*<Tni 'illT.iin*. More 
broadly, web sites and 
HTw businesses th:u arc 
tree I,, u-i-rs but supported 

by advertisiti^ are a dime a 

Rut what about internet 
mtv ice provision i ISPi itself? 
Is it possible lo give away 
dial-up internet access, while 
making money Hum it" That 
is th'- question raised by 

KnvSor. e. iho free ISP 
launched m September h\ 
Dixons, the UK's leading 
vied routes retailer. 

In the L'S, free internet 
access has had only limited 
success. Juno, the company 
that pioneered it. has built a 
customer base of tint |H.-ople 
L»v o fieri nq basic e-mail 
access for free, while 
charging re.d money fur web 
access and for the right to 
send e-mailed attachments. 
Outside the US. and 
particular! v in European 


markets where consumers 
pay per minute for local 
calls, a wnnkle in the 
working of the telephone 
market makes lull-scale web 
access lor five at least 
thunreticilly possihb-. 

When a suhscnlx-r of one 
phone company makes a 
local call in a subscriber of 
mother, the receiving phone 
i‘nmpany i-olIecUi an 
"interconneci" fee. To pay 
In tin' ininuie for local 
phone calls. p.irl of the 
revenue stream is pass*-! to 
Hie phone companv serv ing 
tile number that receives 
them. Thus an ISP receiving 
millions of minutes of 
incoming calls each month 
can force its phone company 
to offset tins revenue against 
payments for modems and 

phone lines. 

If the net Cost of providing 
the btisic connti'Li viev can be 
brought close to zero, there 
is an opportunity to olTer a 
frt'e imernet service 
supported by advertising. 
That appears to be the 
ambition behind FreeServe. 

Two uli; ments of the story 
are crucial. Firsc, marketing 
is almost free, because 
Dixons can scatter sign-up 
CDs around its high street 
stores and put them inside 
the PCs it sells. Second, 
customer service is taken 
out of the cost calculation, 
because FreeServp 
customers pay £1 iSi gjj a 
minute for help when they 
have problems connecting. 

Since its launch. 

F reeServe claims to have 
signed 475.000 people, and 
industry analysts expect its 
total subscriber base to pass 
that of AOL. the biggest ISP 
in Britain, by the end of 
1998. 

Subscriber numbers, 
however, are nol the end of 


the story. Advertising 
revenues do not come from 
getting members to open 
accounts, but by bringing 
them back day after day to 
the same web page. 
FreeServe’s customers get a 
browser automatically 
configured to show the 
FreeServe web site first. As 
customers learn they can 
change this setting, the 
company will have to make 
the content on its site 
increasingly compelling. 
This weakness is not 
suffered by proprietary 
services such as AOL. which 
have absolute control over 
what customers see. 

But bringing in 
advertising revenue is a job 
in itself. AOL has taken 
three years to persuade 
mainstream advertisers to 
use it as a medium. 
FreeServe must either do 
this work itself, or give up a 
large piece of the margin by 
allowing a sales network 
such as Doubleclick to sell 
its inventory. 

The service will also have 
to grapple with a third 
uncertainty: the network. 
Keeping sufficient capacity' 
to provide adequate service 
at a time of extraordinary 
customer growth is a taxing 
task, even for the world's 
biggest ISPs, and all the 
harder when the FreeServe 
model is unusually sensitive 
to the costs of modems and 
phone lines. 

So Dixons may have a 
tough time building 
FreeServe. 

The consolation is that if 
it cannot make the service 
profitable, it will probably 
have the option of turning 
the venture into a paid-for 
service. Even if half or more 
of the users desert, those left 
might still provide a big 
enough customer base to sell 
at a handsome profit a year 
or two down the road. 

nrLjacksonj piboz.com 



Tough competitors: Eric Allman, left, and Greg Olson are championing open source products 

INFORMATfON TECHNOLOGY OPEN SOURCE SOFTWARE 


‘Anarchists’ take 
on the big boys 


Roger Taylor on plans to commercialise 
Sendmail without destroying its roots 


P Opeu source 
software, one of the 
most revolutionary 
movements in the software 
industry, takes a step for- 
ward today with the launch 
of a series of commercial 
software products based on 
Sendmail. 

Sendmail is the software 
used to deliver about 70 per 
cent of e-mail across the 
internet. Like much of the 
basic software used on the 
internet, it is open source, 
which means that the under- 
lying code Is published on 
the internet and can be 
downloaded, free, by anyone 
who wants it 
The open source model - 
in which hundreds of inter- 
net enthusiasts get software 
for free and in return make 
suggestions for improve- 
ments - has proved aston 
ighingly successful at produ- 
cing high-quality, stable 
programs. Last month an 
internal document leaked 
from Microsoft described 
how this process was capa- 
ble of mustering creative 
resources which far 
exceeded those available to 
any software company. 

The open source move- 
ment embodies the co-opera- 
tive anarchistic spirit of the 
early internet and com- 
mands the fervent allegiance 


of enthusiasts such as Eric 
Allman, the inventor of 
Sendmail. Yet it has one 
great weakness - how to 
fight the huge marketing 
budgets of large software 
companies. 

As the commercial world 
has adopted the internet, 
large software companies 


It has one great 
weakness - how 
to fight the huge 
budgets of 
software groups 


with proprietary systems 
have stepped in. Microsoft 
would like nothing more 
than to make its software 
the standard of internet 
e-mail. 

In response. Mr Allman 
and fellow software entrepre- 
neur Greg Olson set up the 
company Sendmail in Calif- 
ornia this year. They aim to 
commercialise Sendmail 
without destroying its open 
source roots. 

It might seem hard to sell 
something that is already 
free. But Mr Olson points 
opt that businesses, most of 


which use Sendmail. distrust 
free software and are 
unhappy about the lack of 
guarantees and support 

.By adding ease-of-use 
features, commercial 
licences and support. Send- 
mail believes it has created a 
sellable product. “Companies 
are willing to pay for these 
enhancements and they 
would feel better if they paid 
for them." Mr Olson says. 

Sendmail presents a prom- 
ising new model for combin- 
ing the creativity of open 
source programs with the 
marketing skills of a com- 
mercial company. Many 
commercial buyers have 
been wary of even the most 
successful open source prod- 
ucts. such as the Linux oper- 
ating system, because they 
do not own and cannot take 
responsibility for the under- 
lying program. 

In contrast. Sendmail 
owns the rights to its pro- 
gram and can offer commer- 
cial licences on the business 
version, while continuing to 
manage the basic product as 
open source. 

Mr Olson is aware of the 
need to keep both commer- 
cial customers and the "open 
source community" of 
enthusiasts happy. Nothing 
would gladden these enthusi- 
asts more than to see a com- 
mercialised open source 
product fight off competition 
from the likes of Microsoft. 



PAUL BETTS 

FILE FROM MILAN 


Life? It’s 
just a game 
of lotto 


The gap between 
Italy’s north and 
south has closed in 
one sense at least. 
Both are on a roll 
as far as gambling 
is concerned 

“ Ciao Bello “ - “hello 
handsome" - the 
half-Portuguese. 
half-Chinese tourist guide 
cheerfully greeted a group of 
jet-smacked Italian day 
trippers who had 
disembarked at Macau after 
a short boat journey from 
Hong Kong. “It's the only 
I talian I know," he said. . 
“And 1 suppose," he 
continued in near-perfect 
Italian, “you all want to see 
our casinos”. 

These days the small 
Portuguese colony, which 
will return to China at the 
end of next year, is a sorry 
place. Ugly skyscrapers built 
by imprudent property 
speculators are either half 
finished or empty. They 
dominate the coastline and 
overwhelm what little has 
been preserved of the old 
colonial charm. 

The mood is glum, far 
glummer than in 
neighbouring Hong Kong, 
and even the casinos are 
languishing. The Chinese, 
especially those from the 
former British colony, have 
traditionally been 
compulsive gamblers. 
However, they seem to have 
lost their appetite for 
Macau's gaming tables in 
their concern about the 
economic upheaval in Asia. 

On the journey back to 
Hong Kong, one of the 
Chinese stewards on the 
jet-foil tried to sell lottery 
tickets and scratch cards 
with little success. But he 
excited an Italian television 
reporter who rushed up to . 
interview him. " Quesio e 
hello " - “this is great" - he 
told his companions. 

“They'll simply love this 
back home." 

Now. what has Macau got 
to do with Italy? An awful 
lot is explained by recent 
trends that have seen 
I talians go gamhling mad 
this year. Not just In the 
depressed south of the 
country w r here the lottery is 
a pastime older than the 
Republic itself, but also in 
the affluent north. 

Since the Superenalotto 
was introduced this year, 
tobacconists and bars 
throughout the peninsula 
have been under siege from 
punters hoping lo become 
instant multi-lira 
billionaires. Yet chances of 
winning the lotto jackpot in 
Italy are even harder than in 
Britain. Italian punters have 
to guess six correct numbers 
from one to 90 whereas in 
Britain gamblers have to 
choose from 50 numbers. 

That has not put anybody 
off. nor stopped people from 
winning astronomical sums. 
Since the beginning of the 
year, Italians have bet 
nearly L4.000bn t£1.4bnj on 
the new super lotto game 
alone. The tax man has been 
laughing. In a country with 
a pathological aversion to 
paying taxes, the Treasury 
has so far raised Ll.BOObn 
from the super lotto. 

Sisal, the company that 
runs the lotto, has made 51 
multi -billionaires (always in 
lira, of course) this year. At 
the end of October a record 
L63.3bn jackpot was won by 
a group in the south. Last ’ 
week, a L24bn jackpot was 
won in the uortb. 

Giuseppe imbued, a 

professor of contemporary' 



history nr flip f.uiivprsitt of 
Salerno and an expert on i he 
sociology of gambling, h i- 
in a book, explored the 
phenomenon in Italy. 

Brought up in the poorer 
quarters of Naples, he 
explains how gam til if iv there 
has t rad it lima I h been a 
matter of life and death 

Even if people ir southern 
Italy can lurdly afford a loaf 
of bread, they will spend tin* 
little they have on the 
official lot ton. - or illegal 
numbers games run b> II>«* 
well-organised N'npk'.- 
umlenvorld. “You can li\» ; 
without bread but uot 
without hope.” says I* rot 
Imbued. 

They turu to patron saints 
and fortune tellers m their 
quest for sudden wealth. 
They have I null lion.) I h 
spent more on gambling 
than their counterparts m 
the rich north. I merest inply 
when times are better. Uie 
amount they sjvnd on 
gambling declines. When 
times are bad. the lotto docs 
record business in the south. 

Using a wealth of 
statistics. Prof imhucci 
shows that until recently 
northerners gambled 
essentially tor fun. In good 
times, they would spend 
more of their disposable 
incomes on games of chainv. 
In bad times, adhering ui 
their traditionally earn mils 
bourgeois ethics, 
northerners would stop 
frittering away money on 
the lotto. Durinq the years of 
Italy's post war economic 
miracle, the Milanese started 
gambling more than the 
Neapolitans. In the 
subsequent period of 
austerity, they stopped 
gambling while Neapolitan-* 
gambled more than ever. 

Since the l£*Os. the 
situation hits changed 
dramatically. Now the 
Milanese rush to I he 
tobacconist to fill in their 
lotto forms in increasing 
numbers, irrespective of the 
general economic climate. 
During the 1980s. a Milanese 
family only spent on average 
between 0.4-O.fi per cent of its 
household budget (excluding 
food) on gambling. Since the 
beginning of this decade, 
they have been gambling on 
average more than LdOU.mm 
a year or more than i* per 
cent of their annua! 
consumer expenditure, 
excluding food. 

In the case of gambling at 
least, the traditional yap 
between the poor south and 
the rich north has been 
closed. This suggests that 
the malaise of the south has 
spread to the north whose 
inhabitants, still far better 
off than their southern 
compatriots, are now clearly 
more anxious about their 
future. 

“You can't blame them 
losing their old Victorian 
values." said an elegant Iv 
dressed, middle-aged 
Milanese, queueing for his 
lotto form. "Uiok at Milan. 

It's dirty, depressed, full of 
immigrants and beggars, uur 
governments still conn* and 
go. It's everybody lor 
himself, and if 1 win I'll hu\ 
a flat in Lugano and nmvc 
across the border to 
Switzerland.” he added 
^ That the- Hong Kong 
Chinese seem to t* behaving 
like the Milano:... used n. d>. 

- tightening llu-ir belts in 
uncertain times and 
avoiding the lure of th..- 
Macau casino.-!. suggests ih..y 
still believe m |i<Aier 
future. Should th.-/ I.,*- l!,:u 
hope then the muloito 
wueoLs ol Mrfvau an- likely 
to spin again furii.ush - just 
as the lotto oumt.-r!, an* now 
piling in the ,.-.-ish m Milan. 
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INSIDE TRACK 


BUSINESS TRAVEL HOTEL STANDARDS 



‘Mystery shoppers’ are 
used to identify 

troublespots and 
motivate staff, says 

Gillian Upton 


Daring a hate] stay, have 
,>‘v you waited . more t.hap 
* 3l three rings before the 
phone was picked up, not been 
referred to by nnmn, found baits 
in the bath or failed to receive a 
message? 

If you’re paying more than yaso 
a night, these lapses are serious. 
A hotel’s safety valve is staff 
training and, failing this, cus- 
tomer complaints. A third 
is the annual and anonymous 
visit by the hotel inspector. The 
inspector's report is then used as 
a training exercise for all staff. '' 

Hotels also use the services of 
a so-called “mystery shopper", 
usually a hotel colleague, to 
come and stay. In these ways, - 
staff and management correct 
problems before guests experi- 
ence them. 

"Using the services of an 
inspector is a motivator. We 
wouldn't want to come in on a 
score lower than the previous 
year." says Brian HTartnik, dep- 
uty managing director of the five- 
star Landmark Hotel in London. 

At the three-star Jarvis Hotels 
group, staff know that disgrun- 
tled guests have a hotline to the 
chairman from their ..bedroom 
and attend focus groups through- 
out the year. 

All hotels have their reputation 
to maintain but deluxe hotels, in 
particular, have to justify their 
rates. The more deluxe the prop- . 
erty the more nit-picking the 
inspection. 

Inspectors choking any of Pre- 
ferred Hotels, a marketing associ- 
ation of 125 deluxe hotels in £ 
countries, answer 1,600 questions 
on each hotel during a two-day, 
anonymous stay. These generate 
5,000 plus points. If a hotel foils 
the inspection in two categories 
- service and condition of the. 
building - it goes on six months’ 
trial, at the end of which is a 
second inspection. A second fail- 
ure means a quick exit from Pre-- 
ferred. 

“We look at things most people 
don’t even think of/” cbrftns Peter 
Cass, president and chief . execu- 
tive of -Preferred Hotels. “We 
believe our inspection is the 
toughest in the industry." 

Preferred uses an outside audit 
company, whose inspectors 



Fawtt-findmB rotates, the more driuxe the property the more nit-picking the impaction 
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reveal their true identity only 
after check-out A debriefing with 
the hotel's general manager ^ 
senior staff follows^ 

David Smith, (hot his real' 
name) is an inspector. A former 
genera] manager of a luxury Lon- 
don hotel be travels the US and 
Asia, for 12 days each month, 
inspecting three, four and five- 
star hotels, never using the same 
hotel twice. 

It should be a pleasure but it’s 
difficult to relax and enjoy the 
luxury,*’ he concedes. The room 
check forms the smallest part of 
the inspection and work begins 
as soon as' he enters the hotel 
entrance. The'check-in procedure 
alone generates 100 questions. 
The concierge is another obvious 
target Popular with business 
travellers, variable in quality and 
too often gratrity-dependent, the 
concierge desk will be asked by 
Mr Smith for anything from an 
aspirin at an odd time of day to 
requesting a, notary to sign a 
legal document after offices have: 
dosed. 

"Four years ago concierges 
weren't that good,” says' Mr 
.Smith- “Today, they’re having to 
provide a full service, not just 


theatre tickets, and must not 
expect a gratuity.” Demand has 
forced hotels to double staffing 
levels, extend working hours and 
make them more proactive. 

Mr Smith also samples the res- 
taurants and bars for over-atten- 
tive, intrusive service, doesn't tip 
staff occasionally to check for 
scowls and orders room service 
to see whether staff are helpful in 


4 lt should be a 
pleasure but ft's 
difficult to relax 
and enjoy 
the luxury’ 


suggesting what to drink with 
the food order and how long it 
takes to arrive. He checks 
whether a message arrives under 
the door , within 20 minutes and 
the cleanliness of the food trolley 
when it arrives with breakfast 
There are 165 questions in the 
bathrbbm and -bedroom, which 
means a 45-minute check for 


debris under the bed, stains on a 
valance, dusty curtains, dirty or 
difficult to use phones, a hunt for 
the hairdryer, empty minibar, 
hair-strewn pillows, old towels 
and any plumbing problems. 

Tm a lot less friendly in terms 
of rfaaniirwfia in the bathroom,” 
says Mr Smith, “It's a ‘No’ for a 
. hair in the tub, the water has to 
be instant, the shower- easy to 
use. 

“At the end of the day, though, 
it depends on whether you get 
your faxes and messages,” 
believes Mr Smith. “Is the mes- 
. sage under the door wi thin 20 
minutes and is the message light 
Dl uming ted on your phone?” 

The criteria is more relaxed in 
a resort property and standards 
vary globally due to cultural dif- 
ferences. In America, housekeep- 
ing staff are trained to make eye 
contact with guests; in Asia that 
would be discourteous. Mr Smith 
still finds service in French 
hotels grudging and much better 
in Germany. 

Off duty, Mr Smith's preference 
is to stay in a mid-range hotel 
which is achieving something 
special and pay rather less than 
£250 a night 



TRAVEL UPDATE 


Rewarding tiroes for frequent flyers 


Hie power of loyalty 
programmes to lock travellers . 
into particular brands means 
there can be some good deals 

around, particularly during the 
quiet mo n ths, writes Gillian 
Upton. • 

Hotel loyalty pr ogr ammes 
can sway travellers trpm one 
hotel group to another and 
these schemes, as wed as the 
airline equivalents, have turned 
travellers into mileage junkies. 

From IMs month Hyatt, the 
deluxe hotel group, is offering 
Its Gold Passport members up 
to three free weekend nights 
without having to give back or 
red oo m any points accrued. 

To qualify travelers must 
stay at any off Hyatt's 180 hotel 


or resort properties annatd the 
world before February 28. it Is 
the hotel group's quietest time, 
which explains Its generosity. 

if travellers do not want to 
earn a free weekend, bonus 
miles or ok miles can be taken 
instead. The promotion is 
caBed Nights after Nights and 
membership can be attained 
instantly. 

A minimum two-night stay 
win be rewarded with 50 per 
cent off a w eek end night; four 
nights wiB trigger one tree 
weekend night or 2,000 bonus 
mSes (or 200 air miles if you're 
a British Airways executive 
dub member}; a six-night stay 
re w a rd s you with two free 
weekend nights or plus 4,000 

IN BRIEF 


bonus miles (or 400 air miles). 
Finally, a stay of eight nights 
wfll earn three free weekend 
nights or phis 6,000 bonus 
mites (or 600 dr miles). 

Most schemes re wai t! 
travellers for doBars spent on 
the hotel room, food, drink and 
incidental expenses such as 
laundry, phone eatis and 
in-room movies. 

Converting hotel points to 
airfare miles has recently 
become extremely popular and 
most hotel loyalty programmes 

aHow this. 

It Is worth checking for any 
blackout dates, usually at 
times such as Christmas and 
Easter. Some hotels add a 
premium for these periods. 


Budapest air 
terminals switch 

International airlines will switch 
terminals In Budapest next week 
as the city’s airport completes a 
revamp. An expanded Terminal 2 
is due to open next Monday, 
months later than expected. It 
wifi be able to cope with up to 
5.5m passengers a year - 
more than double the present 
2m. 

Terminal 1, which handles 
1.5m travellers, will then be used 
only for general aviation, such as 
corporate jets, courier services 
and government flights. 

Carriers moving to the 
expanded terminal include 
Hungary’s Malev, British Airways, 
SAS. Lufthansa, Swissair. KLM, 
LOT and Aeroflot 

Driving advantage 

Car hire prices could fall 
significantly with the introduction 
of the euro, Europcar forecasts. 
The. rental firm promises to pass 
on currency exchange savings 
averaging 5 per cent to Its 
customers. Rates could also be 
depressed as corporate clients 
will be able to negotiate deals on 
an EU-wide basis. 

This may make it easier for 
travel buyers to play one car hire 
company against another. 
Europcar, owned jointly by 
Volkswagen and foe Accor hotel 
group, will offer deals in euros 


from January 1. It believes the 
single currency wfll expand the 
$6bn (£3.7bn) European car 
rental market by $300m. 

Meanwhile, Lloyds Bank 
Commercial Service has used 
existing exchange rates to 
compare weekly rental prices 
offered by one leading rental 
company in euros. The cost of a 
Vauxhall Astra or a similar car in 
Vienna (511 euros) is more than 
double that In Berth (188 euros). 
Between those two come Paris 
(241 euros), Madrid (275 euros). 
Milan (328 euros) and Helsinki 
(464 euros). 


Asian improvement 

European airlines saw a slight 
recovery in traffic on Asian routes 
in October. Although business 
still lagged behind other areas, 
passenger numbers rose by 5.4 
per cent Despite fears of a 
deepening economic downturn, 
aircraft operated by members of 
the Association of European 
Airlines recorded an average load 
factor of 75.3 per cent - the 
proportion of seats occupied - 
was the highest on record for the 
month, 

Barbados boom 

British Airways has launched its 
winter Saturday Concorde 
service from London to 
Barbados, writes Kate Sevan. 

For those really short of time 


and desperate for sunshine, you 
can squeeze in a brief day trip: 
the flight leaves Heathrow at 
9.30am, arriving in Barbados at 
9.45am, leaving two hours for a 
rum punch before Concorde 
departs for London at 11.45am. 
in February BA wiB launch a 
weekend Concorde from New 
York’s JFK to Barbados, initially 
for three weeks. Those paying 
the full fare from London will part 
with £6.118, but several tour 
operators have cheaper options. 

LA/Paris route 

American Airlines will launch a 
daily non-stop service between 
Los Angeles and Paris Oriy next 
June. Rights from the US will 
leave at 3.30pm and arrive at 
11.45am the next day. Sendees 
from France will leave at 1pm, 
reaching LA at 10am. 

Ryanair reversal 

Low-cost airline Ryanair claims It 
has scrapped plans for new 
flights to at least five cities from 
Dublin because of a dispute over 
airport charges, it wanted to fly 
to Norway, Sweden. Italy, the 
South of France and Germany 
but complains that landing fees 
in Dublin are too high. Aer 
Rianta, which runs the airport, 
describes the claim as 
“nonsense". 

Roger Bray 
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A Renaissance Person 
wants a hotel that 
puts its 
guests first. 
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Catering to our guests is our number one priority at Renaissance Hotels and Resorts. 

In fact; Ifs the essence of Renaissance Hospitality™ It means if you make a request, it is graciously 
- attended to. No matter what And at eveiy Renaissance hotel, you‘il enjoy superb dining, 


comfortable accommodation and a warm, inviting atmosphere. There are over 80 Renaissance Hotels 
and Resorts in 26 countries worldwide. And guests come first in each and every one of them. 


It's time for a Renaissance. 
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RENAISSANCE, 

HOTELS AND RESORTS 
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Now earn points toward free 
holidays at participating 
Renaissance Hotels & Resorts. 



•ft^X amOfrfREWA RD S* 

For Reservations and Information 
Asia} Australia: 1 800 222 431 New Zealand: 0 800 441111 
Hong Kong 2525 9966 Indonesia: 001 800 852 2434 Tokyo: 
81 3 5405 1511 Japan; 0120 222 332 Malaysia: 800 7706 
Singapore: 800 852 3124 South Korea: 0078 862 1 2436 Taiwan: 
0800 85 5316 Thailand: Ml 800 852 2435 Eanpe Austria: 
0800 201 386 Israel: 177 4404475 Spain: 900 98 89 17 Portugal: 
0505 44 11 07 England: 0800-181737 Ireland: 1800-252627 
Switzerland: 155-2620 Sweden: 020-795107 Denmark: 800-10113 
Norway: 800-11022 Finland: 9800-14423 Germany: 0130-812340 
France.- 0590-6540 Belgium: 0800-13219 Netherlands: 
06-0227337 Italy: 1678-72090 Hungary: 00800-11914 
Luxembourg.- 0800-2270 lotarmt ienalssancehotels.com 

Renaissance Locations 

Asia-Pacific: China: Hong Kong (3) • India: Goa ■ Japan: 
Gifu, Naruto, Okinawa, Sapporo, Tokyo • Korea: Seoul • 
Malaysia: Kuala Lumpur (2), Melaka, Sandakan • 
Myanmar.- Yangon • Philippines: Manila • Vielnam: 
Saigon (2) • Australia: Sydney • Europe: Austna: Vienna 
(2), Salzburg • Czech Republic: Prague • France-. Paris • 
Germany: Chemnitz, Cologne. Dusseidorf, Hamburg. 
Karlsruhe, Leipzig, Munich • Russia-. Moscow ■ 
Switzerland: Zurich • The Netherlands: Amsterdam • 
United Kingdom: London Heathrow • Turkey: Antaiya, 
Istanbul - Middle East: Egypt: Alexandria • Israel: 
Jerusalem - United Arab Emirates: Dubai ■ North America: 
Arizona: Scottsdale • California; Beverly . Hills, Indian Wells. 
Long Beach. Los Angeles, San Francisco (2) • Colorado-. 
Denver • Washington, D.C. (2) • Florida: Orlando (21, St 
Petersburg * Georgia: Atlanta (3), Lake Lamer • Hawaii: 
Maui • Illinois: Chicago, Oak Brook, Springfield • Maryland: 
Baltimore • Massachusetts: Boston * Missouri: SL Louis • 
New York: New York, White Plains • Ohio: Cleveland • 
Tennessee: Nashville • Texas: Austin, Dallas (2). Houston * 
Washington: Seattle • Canada: British Columbia: 
Vancouver » Ontario: Niagara Falls « Sooth America: 
Brazil: Sao Paulo • Caribbean: Dominican Republic: Santo 
Domingo • Grenada: SL George's • Jamaica: Qcho Rios • 
U.S. Virgin Islands: SL Thomas 

Look for these new locations opening soon: 

United Kingdom: Gatwick. Manchester. Reading • 
Israel: Tel Aviv 
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INSIDE TRACK 


Australia 
exports its 
standards 


Regional demand 
for training has 
survived economic 
turmoil, writes 

Gwen Robinson 

Aslan demand for 
International finan- 
cial t raining hflS sur- 
vived regional economic tur- 
moil And in Malaysia it has 
generated an innovative 
Australian- Malays! an joint 
venture to establish an insti- 
tute offering diploma 
courses to the local market. 

The new venture sees no 
shortage of students willing 
to pay for International stan- 
dard qualifications. But the 
Malaysian government's 
recent imposition of tough 
new financial regulations 
presents an extra challenge. 

The Securities Institute of 
Australia, an industry body 
and Australia’s biggest pro- 
vider of flwanrial education, 
and Permodalan Nasional 
Bbd (PNB), Malaysian's larg- 
est fund manager, recently 
agreed to establish PNB 
Investment Institute in 
Kuala Lumpur. The new 
institute began last month 
with a range of practical 
training workshops in finan- 
cial markets. From Febru- 
ary, it will offer two 
full-time, two-year graduate 
and diploma courses in 
financial planning and 
applied finance and Invest- 
ment, as well as a range of 
part-time courses. 

Australia would initially 
provide the ‘Intellectual cap- 
ita],” including teachers and 
training materials, while 
PNB would provide manage- 
ment, financing and local 
market presence, said 
Wayne Lonergan, SIA's pres- 
ident 

The Institute would be 
gradually “localised” over 
three to five years, with the 
eventual replacement of 
Australian teachers. All 
teachers, whether Australian 


or Malaysian, would be mar- 
ket practitioners in various 
financial fields, in keeping 
with the style of SIA's 
courses in Australia. Coarse 
Structure and content as 
well as materials would be 
broadly similar to the SIA's 
Australian programmes, 
which cover most careers in 
flnanpp and investment. 

From the beginning, how- 
ever, the Malaysian courses 
would be tailored where 
required to fit with local reg- 
ulations. products »nd mar- 
kets, said Mr Lonergan. 

The venture is a signifi- 
cant step for Australia's 
steadily growing education 
export industry and high- 
lights Increasing demand in 
Asian markets for western 
or international-standard 
business and finance qualifi- 
cations. The new demand 
can be seen in the sharp 
growth of Asian enrolments 
in Australian business 
schools, including Austra- 
lian Graduate School of Man- 
agement - the country's 
largest business school, 
where nearly half the 
full-time students and the 
majority of part-time were 
bom abroad. It can also be 



The deal is a fronnHal and 
professional coup for SIA, 
given PNB's size - it con- 
trols about 15 per cent of 
Malaysian capital markets 
through its Investments - 
and its owner, the Malaysian 
government Australian-Ma- 
laysian relations have been 
through rocky periods In the 
last decade and some old 
strains were recently revived 
following Australian critl- 


‘One has to be sensitive about local 
issues, both cultural and regulatory, 
and we’re confident we can do that’ 


seen in the increasing popu- 
larity .In Asian countries of 
correspondence programmes 
run by western educational 
groups. 

The Malaysian institute, 
which will be 51 per cent 
owned by PNB and 49 per 
cent by the Australian side. 
Is SIA's first, formalised 
joint venture, said Mr Lonei> 
gan. There were hopes it 
would provide a model for 
further expansion In the 
Asian region through such 
partnerships, he added. 


dsm of the arrest and deten- 
tion of Malaysia's former 
deputy prime minister. 
Anwar Ibrahim. 

On the business front, Mal- 
aysia abruptly imposed capi- 
tal controls and tough new 
regulations on foreign inves- 
tors following recent finan- 
cial turmoil. The new regula- 
tory environment will 
undoubtedly present chal- 
lenges for SIA, which aima 
to give all students interna- 
tionally acceptable creden- 
tials. 


“One has to be sensitive 
about local issues, both cul- 
tural and regulatory differ- 
ences, and we're confident 
we can do that. ..it is not a 
major practical barrier. 
We're always adapting 
courses to take local issues 
into account, like local taxes, 
exchange controls awH even 
cultural differences,” said 
Mr Lonergan. 

SIA, which was estab- 
lished In the early 1960s, was 
able to develop regional 
expertise and understanding 
through the increasing pro- 
vision in the last decade erf 
financial education and 
training courses to Asian 
Timm rial institutions, com- 
panies gnd business groups, 
said Bill Warner, manager of 
international programmes. 

The growing popularity of 
SIA's distance-learning pro- 
grammes had also helped 
build the institute's regional 
presence, with more than 
4,000 students now taking 
SIA diploma courses through 
correspondence. 

But the push into Asia, 
particularly the Malaysian 
joint venture, stemmed from 
SIA's promotion of interna- 
tional programmes taught 
in-country. Up to now, these 


have been conducted on a 
short-term basis for commer- 
cial and central hanks, busi- 
ness groups, regulators and 
stock exchanges throughout 
the region. Covering fields 
from stock exchange and 
funds management licensing 
to capital market develop- 
ment and portfolio manage- 
ment, these “customised” 
courses take SIA's Austra- 
lian prog ram mas and adapt 
them to local market condi- 
tions, said Mr Warner. 

"What we are trying to do 
is offer courses of Interna- 
tional standards, but which 
fit with local rules and regu- 
lations,” he said. 

Among its long list of cli- 
ents, SIA has organised 
courses for Asian Develop- 
ment Rank, central hanks in 
Ffli and Sri Lanka, Indone- 
sian mmmprrial hanks and 
the stock exchanges of Mal- 
aysia, Mauritius and New 
Zealand. 

The Malaysian venture 
will be closely watched by 
other western business and 
finance schools. For SIA, 
there will be an element of 
on-the-job learning , said Mr 
Warner. 

The regional financial cri- 
sis had taken same af the 


momentum out of Asian 
markets, he acknowledged. 
But there woe signs of con- 
tinuing strong demand for 
hi gh quality education. “We 
have a total of about 20,000 
students in Australia. In 
Malaysia, we hope within a 
couple of years to have a 
similar number, but no one 
really knows what the mar- 
ket will be like.” 

The school will begin by 
offering about 22 courses, 
virtually the full range 
offered in Australia, from 
part-time courses in specific 
topics such as mortgage 
lending to the two-year, 
full-time graduate diploma 
course, which .covers topics 
from financial analyst and 
economics to risk manage- 
ment. pension planning and 
securities industry law. 

Student numbers are even- 
tually expected to run into 
the thousands, although for 
the first year, numbers in 
the fall-tima courses have 
been restricted to a maxi- 
mum erf 50 in each of the two 
courses. Fees will he dose to 
the level charged in Austra- 
lia, ranging from about 
US$800 for short cours e s to 
US$2£00*3,000 (EL560-EL880) 
for the two-year course. . 



NEWS FROM CAMPUS 


Consultants 
go back to 
virtual school 

The UK arm of management 
consultancy Ernst & Young 
Is setting up a virtual 
business school with Henley 
Management College. ■: 

' The pilot scheme, which 
will be available to aS 850 _ 
consultants working for the 
firm In the UK, wffl focus on 
several main areas. As wall 
as the distance learning 
degree programmes such as 
the MBA - Henley’s bread 
and butte- product - the 
pilot wlfl involve a leadership 
development scheme and a 
research and Innovation 
centre, whoa consultants . 
from the firm and Henley 
staff wifi be able to 
contribute Ideas on 
management development 
The virtual business 
school will be available to 
Ernst & Young staff in 
addition to the professional 
training they already receive 
as part of their day-to-day 
jobs, says John Kefiy, 
managhg partner wflh 
consultancy services at 
Ernst Young. He ejects 
about half the firm's 
consistency staff to take 
part in the pilot scheme. 

Assuming the scheme Is a 
success, Kelly believes' it 
could be expanded to 
Include other professional 
staff in the UK, such as 
those working In tax. 
corporate finance and 
auditing. 

Ernst & Young: UK, 171 928 
2000 

Henley: wwwJienleymax.uk 
• German pharmaceuticals 
giant Hoechst has signed up 
Aston Business School in 
Biiminghan to provide its 
employees with an MBA 
programme. Eighteen 
Hoescht managers, together 
with managers from two 
other companies, Travelex 
and business consultancy 
l-teid rick & Struggles M Older 
& Partner, wifi be taught 
their MBA in Germany and 
England. However, the 
course will be taught 


-throughout in English. 
Aswall as the more 


the course participants 
have access to video 
'lectures and " “V. 

videoconferencing support 
Aston: UK. 121 3593611. 

Hong Kong 
programme 

The University of Hang Kohg. 

last week launched a 

Chinese Management 
Centra The centra is 
intended to conduct 
research and training based 
on the challenges teeing 
Chinese-led enterprises In 
the next century. 

The centre has been . 
established by John Chfld . 
from Cambridge University, 
the former director of the 
European Community’s 
management programme in 
Bepig. 

Chinese Management 
Centra: wwwJikuJM 
business/centres/cmc 

Waiting for the 
Renaissance 

Is Asia .about to experience 
a Renaissance? The folk at 
Insead believe so. On 
December 15 and 16 faculty 
from Insead's Euro-Asia 
centre, led by Henri-Ctaude . 
de Bettignies, will conduct 
its annual forum in 
Singapore. The theme this . 
year is An Asfan 
Renaissance : When and 
How. 

Insead: www.lnsead.fr 

All the fun 
of the lair 

The ninth annual MBA fair, 
organised by the UK’s 
Association of MBAs, takes 
place in London on January 
27 and 28. Prospective MBA 
students visiting the fair will 
be able to meet 
representatives from 
business schools in Europe, 
the US and Australia. 
Association of MBAs: 
www.amba.org.uk 
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Infor m ation for Ne ws hum Cany should toaoart to flafla Bradshaw, 

The Financial Turns, One Southurak Bridge, London SE1 9HL 
Td 44 171 873 4673 Fax 44 171 8733950 
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UR COMMON STRENGTHS WILL »BEAR« NO COMPARISON! 

Find out more on December 18 , 1998 . 
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' Wasterptoaiw comndsstorwi by 
Ppptiaanch sartftals during fte 
•VS£i Renaissance goes on 
: \dtapty:frfcb 9 at the kunsMjnd 
AuwSoi«iB*ato.on Friday.. '.'-■ 
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Fesffln fera-Jrt the metropolis 
JncKxles ftefotowfog : 
,pcodu u t l q ri sopaf^^wcBlc 
-•ft* 0lrmingfwn Rep production 
of 77» Snowman, opening on • 
’Wednesday e t SecSet’aWete, 


THE ARTS 



ii^sftnvWserr^^ifH^ 
W^op^ohlliur^iSryrtfe 
Franceaca Zffi^bejlQ'ariMr . . . . 
staging oTTheSartartK/Srida, ■■ 
conducted by S«r«iegfc^a4rtk. 
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gratitude rtiwbnacy v:-:. ■ >■ 
T J p>OdMtfa«fR!M^ at-fte- - - 

^Batt3taan*RH».wtoki 77* .* ..* 
M&chont ef_V«rdc»^$Srected , W : 
Gregory Dorari jftdfeSturihg 
j^VbsrtstWng^x^,- 
ortfcing fethe rnafeBarbfcan ’. 
TOed* tomorrow; andSfiadbws, 
a trilogy of three W^y plaj«.(JAt 
SjftgteVftldars to tteSfranti 

:7M SBacttw of the Gktr, Wi£ 
Yeats** PwjatoryJ,' opening Tit 

ftePitfrWMnesdty: • ■ 


on Thursday at Stratford EastV 
Theatre RoyaLTha Royal Opera's-] 
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vwston tf 77ie the' . 

I^spodronwji ftp week and neitL'- 
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.. .. . j r 'cSnaOwf?nd .... 
designed by -Yannb' Kokkds and -.. 
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Jem Eagtenls Bhjrnhitde. 
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celebrates thadenfenary of _ . /V 
Gershwin's bttb.- In the b^ ^ pg.'. 

Thursday evening and Frkfey .- r. b 
-rnotrfngv'Ancfiis Previnwfllptey'; 
thePtanaCon«»rto.Laterofi f 
Friday Prft/in- presides over a jazz 
averiti and next-week Bobby 
McFenfe wiB conduct concert 



s on iheBrflcfce <of which 
was -a member! and ft* 


LOS ANGELES 

Tobias 


bnjttitr Story by Roald OaW. 
•ratwfesitt world premiere 
^VWrawdayBt' Dorothy Chandler 
J^iitMob^Gerdd’RrtaysIngathe 


OfiTfesfenteriL The Most - 

■ - T0 « %?.. 

opera Ybrk£ 
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parallel exhfolfehr.fram' 
December t8^fteAwar^:>~ ; 
rQaifty.ft Betvedere Mbwfc .‘i?”. 
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The-^srtraseian's show of 
•scriptures by Adrien de Vries -. 
f (^B6yr62Q, Opening oh 
Saturday, promte^ to be a . . . 
Tij^h^jht'oif fte.wfeter art’:' ; 
calendar. Nearfjr 50 bronzes wlff 
badndisiFtey. including Ttfe-stze 

foUTtafn scuipturaafroni 
Onfttntaghdm.PaJace rn Sweden. 
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There’S the Balls Pond Hoad 
school of theatre design, 
gifted hut flippantly post- 
modern, which takes its 
name from the part of Lon- 
don where David fielding, 
Antony McDonald and Tom 
Cairns,used to congregate.. 
There’s the boldly costtnhed 
style favoured by Philip' 
Prowse, Maria HJornson and 
other Citizens Theatre 
alumni. There are painter- 
designers like Yolanda 
Sonnabend, craftsmen like 
John Gunter, wilder-than- 
craftsmen Kke William 
Dudley. And there’s the 
European design mountain, 
where heavy concepts are 
more'' important than 
people. 

And then there’s Alison 
Chitty. She fits none of these 
groups - but she does follow 
a distinguished line of 
female designers in British 
theatre, whose concern is to 
let the performance speak, 
not the scenery. As with 
Jocelyn Herbert and Mar- 
garet Harris before her, 
Chitty is not interested in 
big statements, nor in any- 
thing purely decorative. Her 
sets are only finished when 
the actors walk on. 

Unlike some female con- ' 
temporaries, she has not let 
herself be sidelined into cos- 
tume designing. She has 
done every kind of work, 
from community theatre at 
Stoke to Tristan und Isolde 
at Seattle, from Anftmg' and 
Cleopatra at £he National 
Theatre to Mike Leigh’s film 
Naked. But she has never 
been one to take any job 
that's going, no matter how 
good the money: the quality 
( of auteur is the. one unbro- 
ken thread In her profes- 
■ sional life. 

So don’t look for self-con- 
gratulatory scandal at an 
Alison Chitty show - least of 
all at The Bartend Bride, 
which opens the Royal 
Opera'S Christmas season at 
Sadler's Wells on Thursday, 
in a new production directed 
by Francesca Zam hello. And 
don't look for a Bohemian 
period replica, even though 
the idea of Czech folklore 
has inspired costumes, props 
and choreography. “In the 
end", says Chitty, “theatre is 
not about historical recon- 
struction. It's about some- 
thing which Is controlled 
and manipulated, tn a way 
that helps us tell the story in 
the best possible manner. 
We may have worked on The 
Bartered Bride from the 
Czech point of view, but at 
the same time we’ve thrown 
it all up in the air and put it 
in a completely controlled 
palette: green, yellow and 
cream for the country and 
village scenes; purples, pinks 
and gold for the circus. It's a 
designer's dream." 

Telling the story is a 



fMUSICAL 


•YotfVe got to fal In love with the kfioqyncnrtkx That’s the richnraa that feeds utfs Alison Chitty at work on The Bartered Bride' 

Texture married to the text 

Andrew Clark talks to Alison .Chitty about her designs for the Royal Opera’s new ‘Bartered Bride’ 


BmknCDn- 


Chitty mantra. It's a quality 
particularly associated with 
English theatre, and specifi- 
cally the Royal Court - 
though Chitty herself never 
worked there. It means a 
passion for the text, for writ- 
ers, for narrative. Her 
apprenticeship with Peter 
Cheeseman in Stoke gave 
her eight years of working tn 
the round. Then, at a design 
exhibition at London's River- 
side Studios, her sketches 
for The Tempest caught the 
eye of Peter Gill, who 
snapped her up for his pro- 
duction of Measure for Mea- 
sure starring Helen Mirren. 
It was C hi tty's big break. 
She went with GQ1 to the 
National and became resi- 
dent designer. Then she 
moved into opera, which 
brought out a bolder quality 
in her work. 

But Die principles remain 
the same - “making it the 
best I can for the performers 
to do their Job. I believe in 
designing the play, the 
opera, the performance, not 
the scenery. It doesn't mean 
we have no scenery. Every 
producer in the world will 
tell you I love scenery and 
there's loads of it, especially 
when they try to cut it. 
Whatever decisions are 


made, they have to come out 
of the story. Brin g in g that to 
opera is terribly important.” 

The opera world seems to 
agree. Khooanshchtna, which 
Chitty designed for English 
National Opera, won an 
Olivier award; Billy Budd, 
set on a bare platform sur- 
rounded by blue neon, was 
staged to. great acclaim on 
both sides of the Atlantic. 


already delivered, but each 
is at a different stage of pro- 
duction - and she needs to 
juggle them while seeing her 
latest project through. She 
started fitting the cast for 
The Bartered Bride three 
weeks before rehearsals, and 
will supervise every detail 
until curtain-up. 

But surely opera demands 
a more opulent style than 


And looking through Chit- 
ty’s design hook for 77 k Bar- 
tered Bride, you can see 
what she means. Attached to 
each page, next to carefully 
crafted pencil drawings, are 
pieces of fabric she has cho- 
sen for each costume. The 
detail, the eye for colour, is 
extraordinary, and you sud- 
denly realise how little you 
pick up from the other side 


‘Theatre is not about historical reconstruction. It’s about 
something which is controlled and manipulated in a way 
that helps us tell the story in the best possible manner* 


Chitty, 50, now spends more 
time on opera than theatre. 
After The Bartend Bride, 
she goes to Munich for 
Otello. Then it's Guilia Ces- 
are in Bordeaux, Dialogues 
des Carmelites In Santa Fe 
and Aida in Geneva. 

She talks about the “differ- 
ent energies" of opera and 
spoken theatre - by which 
she means the production 
timetable. At the National 
she had to deliver a design- 
model 22 weeks before each 
show was due on stage. In 
opera, it’s at least a year. 
Her designs for Otello, Ces- 
are and Carmelites are 


spoken theatre? True to her 
down-to-earth personality, 
Chitty is “not someone who 
believes it can only be beau- 
tiful if yon have a lot of 
money. I've had a million 
reviews about bow I’ve made 
beautifully austere grey 
boxes. If I have a style. I'm 
fascinated by restraint. 
When you’re working with 
very little money, it can 
bring an immediacy, or a 
workshop feel, or a different 
kind of energy to a fully- 
staged production. There’s a 
place for all of these. What- 
ever happens, making thea- 
tre is expensive.” 


of the footlights. Is this an 
argument for greater sim- 
plicity? 

“Simpler is better. I 
spend a lot of time asking 
'Do we really need itT But 
if it’s simple, it needs 
to be exquisite. When work 
is exposed, it needs finer 
tuning, finer painting, finer 
detail. There’s something 
very elusive tn designing for 
the theatre: whatever energy 
we get from working in a 
sketchbook, how do you cap- 
ture that freedom in the fin- 
ished product? You find 
yourself saying ’Well, it 
could be just like this...’. 


But how do you translate 
. that to the stage? It has to be 
something you can build, 
that's sate, moveable, afford- 
able and can change its 
requirements halfway 
through rehearsal" 

It sounds like the kind of 
awkward problem Chi tty's 
students might raise at the 
Motley Theatre Design 
School, where she is' codi- 
rector. She says the answer 
lies in the way you draw 
ideas from the world around 
you. Tm always telling the 
students - 'You’ve got to fin 
in love with the idiosyn- 
cratic’. That’s the richness 
that feeds us. Theatre is 
about our world, and if 
you’re alive to that, it feeds 
your work. 

“Interior designers. Indus- 
trial designers, architects, 
textile and fashion designers 
- they spend their lives mak- 
ing an end of design in itself. 
Tm in a different business, 
which Is story-telling. But T 
can draw on their experi- 
ence. Theatre designers are 
magpies; we need to express 
a certain thing at a certain 
moment Our Job is to ask 
which device, which surface, 
which space, which colour, 
which quality of light will 
help ns do this best.” 



away 



IAN SHUTTlEWOnTH 


CktCTQff 

Adoiptai, London WC 2 

For me, Marla Friedman had 
imp been the nmsiotlmdxe 
equivalent of the Taj MahaL 
1 had heard nothing hut 
rhapsodies about her and 
seen her many times in 
print and an screen, bat 
never been able .actually to. 
visit heir in situ: As of 
Wednesday, mine eyes have 
seen the: glory:"! cannot 
directly compare Rriedmim 
and her fellows to thetf pre- 
decessors in tihe' principal 
roles of Chicago, but I can 
and do praise them with 

great praise. 

My colleague - Alastair 
Macaulay, revlewlng Walfor 
Bobble and Ann Retaking' s 
production of this Sander/ 
Ebb/Bob Fosse musical on 
its West End opening, called 
It “repellent" and a “far- 
rago”. He is absolutely 
right: it is a morally odious 
tale celebrating women who 
get., away with murder 
through hare-faced' lying 
and manipulation of media 
and legal system alike, snug 
straight out from a bare 
stage whose oniy 'perma&erlt 
prop is the orchestra slap 1 
bang In the middle, cho- 
reographed “in the style of 
Bob Fosse”. Note that “in' 
the style of" — the range of 
movements may be limited, 
yet where the recent failed 
revival of Sweet Charity rec- 
reated Fosse’s choreography 
faithfully but passionleskty; 
Reinking recreates Fosse's 
characteristic . . . what’s the 
word? Oh, let's be frank: she 
captures the filth of Fosse - 
down, dirty and intensely 

alluring. >■ 

As Velma Kelly, the 
eclipsed princess of Death 
Row, Nicola Hughes is more 
humanly propor ti oned than 
either Ute Lemper before 
her or many of the dancers 
around, her . . . although, St 
has to be said, she wOT have 
her own eye out one of these 
days with those extraordi- 
narily high kicks. In many 
another company the bold, 
brassy Hughes would domi- 
nate effortlessly. Here, 
though, she has visibly to 
toil to keep np with Hie 
apparently insouciant com- 
mand of , Friedman, taking 
over from Ruttde HensbaH 
as her usurper, adulterous 
murderess Roxie Hart - 

Although physically 
small, Friedman emits an 


immense aura that she is, 
quite simply, perfectly com- 
fortable with who and 
Where she Is and what she is 
doing, be it swinging from a 
ladder or. sitting on her 
attorney’s lap tike a ventril- 
oquist's dummy. She has an 
exceptionally mobile face 
and range of fleeting expres- 
sions of self-consciousness 
which are beguiling rather 
than alienating; on a couple 
of occasions, her Roxie con- 
tinues to nod her head along 
and snap her fingers after a 
number has finish ed. This Is 
not a sinister, calculating 
Roxie who executes a mas- 
terplan with cold relish, but 
an enthusiastic, opportunis- 
tic one who seizes her 
chances ..and has warm, 
human, fan in doing so. 

Friedman - along with 
Clarke Peters, consum- 
mately suave as ever as 
attorney Billy Flynn - 



Ataulr MW 

Seductive: Marla F tled ma n 

seduces ns through the 
moral repugnance of the 
events related; within the 
course of her first number, I 
had even forgotten that I 
find her vibrato on the 
heavy side and had simply 
settled, entranced, into her 
performance. Peter Davison, 
making his first appearance 
in a musical as Rosie's neb- 
bish husband Amos, perhaps 
takes the injunction to 
hlandness a little too far - 
although, to be fair, next to 
Friedman the National Grid 
might seem lacking in 
sparks. 

Chicago Is a show which 
celebrates everything that, 
during the daytime, we find 
deplorable about sensation- 
alism. mendacity and super- 
ficiality. It is also far and 
away the most fan yon are 
likely to have at a current 
London musical. 
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INTERNATIONAL 

Arts 


AMSTERDAM 

OPERA 

Netherlands Opera, Het 
MuzMdheater 

Tel: 31-20-551 8911 
The Queen of Spades: fry 

Tchaikovsky. Conducted by 

Semyon Bychkov in a new 
staging by Lev Dodin. An 
international co-production that 
wHl travel to Florence and Rome; 
Dec 8, 11 


BARCELONA 

EXHIBITION 

! Musew Picasso 

Tel: 84-3-319 8310 
picasse ~ Engravings 1800-1942: 
temporary exhibition with more 
than 250 works from the Musde 
„ Picasso m Parte. It presents 

} ' / Picasso's engravings as a diary 

(/ and follows the different themes 

and techniques that inform the 

artist** work; to Apr 4 


COLOGNE 

OPERA 
Oper der Stadt 

Tel: 221-221 8400 


Die Vdgtf : first modem staging 
for Walter Braunfels's opera. 
Premiered in 1920, it was banned 
by the Nazis and largely 
forgotten until a recent recording. 
This production is conducted by 
Bruno WeiH and staged by David 
Mouchtar- Samo rai ; Dec 11 


FRANKFURT 

EXHIBITION 
Schim Kunsthefie 
Tel: 49-69-299 8820 
Treasures from King Zhao Mo: 
king Zhao Mo's tomb, sealed in 
122 BC, was accidentally 
discovered in 1983. This 
exhfoitibn displays the many 
treasures buried with Zhao Mo, 
the first time they have been 
seen In the west; to Jan 22 

OPERA 
Oper Frankfurt 
Tel: 49-69-21237 999 
www. frankfurt-business-deJoper 
Die Zauberfldte: by Mozart 
Conducted by Guido Johannes 
Rumstadt In a staging by Alfred 
Klrchner. With a cast Inducting 
Britta StaHmeisten Dec 7, 10, 12 


HELSINKI 

OPERA 

Finnish National Opera 
Tel: 3S8-9-403 027 
Anna Boiena: by Donizetti. 
Conducted by Maurtzio Barbadni 
in a new staging by Jussi Tapola, 
with designs by Anna Kontek; 
Dec8. 10 


HONG KONG 

DANCE 


Sha Tin Town HaR 

Swan Lake: by Tctmlkovsky. 
Performed by the Kirov Ballet; , 
Dec 8, 9, 10, 11. 12 


HOUSTON 

EXHIBITION 

Museum of Fine Arts, Houston 
Tel: 1-713-639 7VS0 
www.mfah.org 
Brassai; The Eye of Paris. A 
retrospective of the 
photographer’s work that 
coincides with the 100th 

anniversary of his bfrth. The 
exhibition includes the 
widely-acclaimed ’Parts at Night 1 
series: photographs taken during 
nocturnal wanderings with the 
flaneur and poet LAon Paul 
Fargue. Also on view are . 
portraits of other artists and 
writers of BrassaPs time, among 
them Dali, Picasso and Genet; to 
Fab 28 


LONDON 

CONCERTS 

Barbican Hall 

ret 44-171-638 8891 

London Symphony Orchestra: Sir 

Gdln Davis conducts a series of 

works by Elgar; Dec S, 13 

WlgmoreHafl 

Tel: 44-171-935 2141 
Fazii Say: Turkish pianist makes 
his first London redtaL Includes 
works by Bach, Berg and Mozart 
Dec 7 

EXHSITION 
National QaHery 
Tel: 44-171-839 3321 
Minor Image: Jonathan Miller on 


Reflection. Show exploring the ' 
representation of mirrors In art, 
curated by Miller and featuring 
loans from public and private 
collections. Includes Van Eyck’s 
famous Amolfini Portrait and 
works by Freud, CaiDabotte and 
George Romney; to Dec 13 

OPERA 

Eng&sh National Opera, 

London Cotiseum 
Tel: 44-171-632 8300 
Boris Godunov; by Mussorgsky. 
Conducted by Noel Davies fe a 
new staging by Francesca 
Zambedo, with sets by Hitdegard 
Beditier. Gidon Saks sings the 
title role; Dec 8, 11 
THEATRE 
National Theatre 
Tel: 44-171-928 2252 
Betrayal: by Harold Pinter. Trevor 
Nunn directs Pinter’s 1978 play, 
with a cast including Anthony 
Calf and Imogen Stubbs; 

Lyttteton Theatre; 

Dec 7, 8, 9 


LOS ANGELES 

OPERA 

Dorothy Chandler PavflJon 
Ttt: 1-273-365 3500 
Fantastic Mr Fox: Los Angeles 
Opera fe the world premiere of 
an adapted Roald Dahl story. 
With music composed by Tobias 
Picker and Iftretto by Donald 
Sturrock; the designs are by 
Gerald Scarfe. Cast includes 
Gerald Finley and Susanna 
Guzman; Dec 9, 12 


NAGOYA 

EXHIBITION 


Matsuzakaya Art Museum 
The Carmen Thyssen-Bomemssza 
CoBecttan: tourfeg show of 94 - - 
paintings, ranging from the 18th 
century to the early 20ft. 
Highlights include 19th century ' 
Spanish works and works by 
American painters. Also on . 
display are recently acquired 
works by Delaixiay and Braque; 
to Dec 8 


NEW YORK 

CONCERT - 

Avery Fisher HaR, Lincoln • 

Center 

Tel: 1-212-875 5030 
wwwJlno3fncenter.org 
New York Philharmonic: 
conducted by Kurt Masur in 
works by R. Strauss. With 
soprano Deborah Voight; Dec 8 

EXHIBmON 

Metropolit a n Museum of Art 
Tel: 1-212-879 5500 


Donizetti. New production by 
Nicolas JoGl. Ruth Ann Swenson 
sings the title role and- Carlo RizzJ 
conducts; Dec 7, 11 


PARIS 

CONCERTS 
SaDe Pteyel 
Tel: 33-1-4561 6539 - 
Orchestra de Paris: conducted 
by Wolfgang Sawalltech in works 
by Beethoven. With soprano 
Susan Anthony, mezzo-soprano 
Marjana Lipovsdk and tenor - 
Wolfgang BQrrten; Dec 9, 10, 12 

OPERA 

Opdra National de Paris, Op6ra 
Bastille 

Tel: 33-1-4473 1300 
www.opera-de-paris.fr 
The Merry Widow: by Franz 
Lehdr. Conducted by Annin r - 
Jordan aid with a cast including 
Frederica von Stada and Hatean 
Hagegard; Dec 10, 12 ' 


CedBa- conducted by 
Myung-Whun Chung fe works by 
Mozart and Mendelssohn; 

Dec 7, 8 


SAN FRANCISCO 

OPERA 

San Francisco Opera, War 
Memorial Opera House 
Tel: 1-415-864 3330 
wwwAfopera.com 
Peter Grimes: by Britten. 
Conducted by Donald Runnicles 
. In a staging by John Copley, with 
sets by Carl Toma The title role 
is sung by Thomas Moser 
Dec 8, 11 . 13 


■ TV AND RADIO 
• WORLD SERVICE 
BBC Work! Service radio for 
Europe can be received fe 
western Europe on medium wave 
648 kHZ (463m) 


wwwjnetmaseum.org 
Letters in Gold: Ottoman 
Calligraphy from.the Sakip 
Sabanri CoBecdon, Istanbul, '70 ' 
objects ranging from the 15th to 
the 20ft century. Includes 
manuscripts, paneis&nd scroite; 
to Dec 13 

OPERA 

MetropoRtan Opera, Lincoln 
Center 

Tel: 1-212362 6000 
wwvvjnefttoere.org 
• . La T iwiata: by Verdi. 
Production by Franco Zeffirelli 
with a cast Including Ainhoa 
Art eta and Roberto Arortca. 
Carlo Rizzi conducts; Dec 9. 12 
• Lucfa dl Lammermoon by .. 


■ viwiiip ciyacu 2 i 

Tel: 33-1-4952 5050 
The Magic Ruts: by Mozart. 
Jean-Ciaude Malgoire conducts 
and the staging is by PJerm 
Constant With La Grande Ecurie . 
et te-Ghambre du Roy and the 
Maltose du Centra de Musique 
Baroque de Versailles; 

□ec 7, 9, 11, 13 


ROME 

CONCERTS 

Aecademia Nazkmale <B Santa 


Tel: 39-6-6880 1044 
Orchestra and Choir of the 
Aecademia NazionaJe dl Santa 


EUROPEAN CABLE AND 
SATELLITE BUSINESS TV 

• CNN International 
Monday to Friday. GMT: 

OBjSO: Moneyitne with Lou C 
1ZBO: Business Asia 
19-30: World Business Toda 
22J30: Work) Business Tods 
Update 


05:07; 06.-07; 07:07; 08:20; 09-j 
-1020: 11:20; 11:32; 12:20: 13; 
14:20. 

A* 0820 Tanya Beckett of FIT 
reports live from UFFE as the 
-London market opens. 
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COMMENT & ANALYSIS 


T omorrow my col- 
leagues and I in the 
North Atlantic 
Treaty Organisa- 
tion will meet in Brussels to 
set the agenda for the April 
1999 Nato summit in Wash- 
ington. There, alliance lead- 
ers will commemorate Nalo’s 
50th anniversary and wel- 
come, for the first time as 
Nato allies, the heads of 
state of the Czech Republic, 
Hungary and Poland. 

We should be proud of 
what the alliance accom- 
plished in its Erst half cen- 
tury. But we cannot be cora- 
t-i placent. Today we face 

issues different from but no 
less challenging than those 
faced by our predecessors 50 
years ago. The Washington 
summit will be the first sum- 
b. mit of the 21st century: it 

will chart Nato’s future, not 

Just celebrate the past. 

In Brussels we will con- 
tinue our efforts to build a 
Nato that is a larger, more 
flexible alliance, committed 
to collective defence, capable 
of meeting a wide range of 
threats to common alliance 
interests, and working in 
partnership with other 
nations and organisations to 
advance security, prosperity 
and democracy iu and for 
the entire transatlantic area. 

. At the Washington sum- 

mit, our leaders will issue a 
new strategic concept, a 
blueprint for the alliance's 
future. A 21st-century Nato 
. must take account ot the 

new strategic environment. 
Tl While most of Europe is 

more secure than at any 
time in living memory, alli- 
ance territory and alliance 
interests can be affected by a 
range of risks from a variety 
of sources. As President 
Clinton said In Berlin last 
May: ‘Tomorrow's alliance 
must continue to defend 
enlarged borders and defend 
against threats to our secu- 
rity from beyond them - the 
spread of weapons of mass 
destruction, ethnic violence, 
regional conflict.” 

Bosnia and Kosovo are 
recent examples that demon- 
strate Nato must act when 
conflicts beyond its immedi- 
* ate borders affect alliance 

interests. Nato’s new strate- 
gic concept must find the 
right balance between 
affirming the centrality of 
Nato’s collective defence 
missions and responding to 
such crises. Together, we 
must improve both our flexi- 
bility and our capability to 
prevent, deter and if neces- 
sary respond to the full spec- 
trum oF possible threats to 
alliance interests. 

Nato’s primary mission 
will always remain defence 
against aggression. That is 
the heart of the original 1949 
Washington Treaty estab- 
lishing Nato. But the found- 
ers of the alliance also dis- 
tinguished between what the 
treaty commits us to do and 
what it permits us to do. If 
joint military action is ever 
needed to protect vital alli- 
ance interests, it makes 
sense to use the unified mili- 
tary structure and the habits 
of cooperation we have built 
up over the past 50 years. 

In addition to reaching 
agreement on a new vision 
for the 2lst century, the task 
for the Washington summit 


. PERSONA L VIEW MADELEINE K. A LB RIGHT 

The right balance 
will secure 
Nato’s future 

The alliance in the 21st century will require new co-operation in 
defending enlarged borders against a variety of threats 



Peacekeepers: Nato troops In Bosnia, an example of where the affiance had to act outside its borders 


win be to ensure that Nato 
has the means to realise that 
vision. We need military 
forces that are designed, 
equipped and prepared for 
21st-century missions. 

William Cohen, US defence 
secretary, has been working 
closely with allied defence 
ministers on proposals to 
modernise Nato's military 
forces. Our goal is to reach 
agreement at the Washing- 
ton summit on a long-term 
programme to develop the 
right capabilities to ensure 
both self-defence and 
the ability to respond 
quickly and effectively to 
crises. 

That is why we welcome 
the call from Tony Blair, the 
UK prime minister, for Euro- 
peans to consider ways they 
can take more responsibility 
for their own security and 
defence. Our interest is 
clear we want a Europe tbat 
can act. We want a Europe 
with modern, flexible mili- 
tary forces that are capable 
of putting out Tires in 
Europe's backyard and 
working with us through the 
alliance to defend our com- 
mon interests. European 
efforts to do more for 
Europe's own defence make 
it easier, not harder, for us 
to remain engaged. 

We will examine aD pro- 
posals on European defence 
and security with a simple 
question in mind: does it 
improve our effectiveness in 
working together? Like Mr 
Blair, we believe the empha- 
sis should be placed on 
enhancing the practical 
capabilities Europe brings to 
our alliance. 


The Kosovo crisis shows 
how practical European 
defence capabilities can help 
f ulfil Nato missions. Thanks 
to the initiative of the 
French and the contribu- 
tions of the Germans, Brit- 
ish. Italians and other allies, 
Nato is deploying an all- 
European ’‘extraction force” 


*We welcome 
Tony Blair’s call 
for Europeans to 
consider how to 
take more 
responsibility for 
their own security’ 


for the monitors of the 
Organisation for Security 
and Cooperation in Europe 
who are being sent to the 
troubled province. 

This force is under Nato 
command, and is based on 
solid European capabilities. 
It shows how European 
forces can work within Nato 
to great effect in the real 
world. We appreciate the 
willingness of the govern- 
ment of the Former Yugo- 
slav Republic of Macedonia 
to host this force. 

Kosovo carries another les- 
son: political will is more 
important than additional 
institutional structures. The 
problem in Kosovo before we 
acted together was not the 
lack of appropriate institu- 
tions; it was the lack of 


agreement to use the institu- 
tions we have. 

As Europeans look at the 
best way to organise their 
foreign and security policy 
co-operation, the key is to 
make sure that any institu- 
tional change is co nsistent 
with basic principles that 
have served the Atlantic 
partnership well for 50 years. 
This means avoiding what I 
would call the Three Ds: 
riponiTplingr dupli catio n atid 

diwi-miinafin n 

First, we want to avoid 
decoupling: Nato Is the 
expression of the indispens- 
able transatlantic link. It 
should remain an organisa- 
tion of sovereign allies, 
where European decision- 
making is not unhooked 
from broader alliance 
decision-making. 

Second, we want to avoid 
duplication: defence 

resources are too scarce for 
allies to conduct force plan- 
ning, operate command 
structures, and make pro- 
curement decisions twice - 
once at Nato and once more 
at the EU. And third, we 
want to avoid any discrimi- 
nation against Nato mem- 
bers who are not EU mem- 
bers. 

The goal outlined by Mr 
Blair is consistent with these 
principles. We look forward 
to discussing with all of our 
European allies and partners 
how to strengthen Europe's, 
capacity to act 

One challenge in particu- 
lar the Washington summit 
must address is the very real 
threat to our people, our ter- 
ritory, and our military 
forces posed by weapons of 


maw destruction anH their 
means of delivery. We must 
improve overall alliance 
efforts both to stem prolifer- 
ation and to deter, prevent 
and protect against snch. 
attacks. Nato’s efforts should 
complement, not supplant, 
the existing regimes and 
efforts under way to control 
proliferation. 

The 21st-century Nato we 
envisage will be a central, 
pillar of a much wider North 
Atlantic community . of 
shared risk and responsibil- 
ity among Increasingly 
secure and ' prosperous, 
democracies. For nations 
aspiring to membership. 
Nato’s door remains open, 
and the alliance should .be 
even more active in Its 
efforts to help them walk 
through it " 

Nato enlargement is not a 
one-time event; the first new 
members will not be the last 
But the Washington summit' 
should improve our ability 
to work jointly with all part- 
ner nations, regardless of 
their aTHancp asp ira tions , to 
extend security and stability 
throughout ' this broader 
community. Nato’s distinc- 
tive partnership with 
Ukraine is an important ele- 
ment of this broader effort 

We want Russia to be a 
dose and active participant 
in this Zlst-oentury partner- 
ship. My. colleagues and I 
will be meeting this week 
with Igor Ivanov, the Rus- 
sian foreign minister, in the 
Nato-Russia Permanent 
Joint Council, where we con- 
tinue our efforts to improve 
cooperation in the spirit of 
the Nato-Russia Founding 
Act, which will celebrate its 
second anniversary in June. 

Nato and Russian troops 
continue to work side by 
side in Bosnia. Together we 
are working on possible Rus- 
sian participation in the Air 
Verification Regime in Kos- 
ovo. We plan to open a mili- 
tary liaison mission in 
Moscow. Together we are 
retraining retired Russian 
military officers, developing 
co-operative responses to 
civil -emergencies, and devel- 
oping common approaches 
to non-proliferation and to 
environmental protection — 

all signs that the Nato- 
Russia relationship contin- 
ues to move forward. 

The lesson of this century 
- the bloodiest ever - is that 
when Europe and the US act 
together, we advance our 
interests and our values 
more effectively than any of 
us can alone. When we fail 
to agree, stalemate end even 
crisis are the result 

Fifty years from, now, we 
want a succeeding genera- 
tion to say that we learned 
oar lesson and applied it 
well to the many challenges 
we would face in. the new 
century. That new century is 
being shaped today by our 
joint response to Instability 
in the western Balkans. And 
it will be shaped to a great 
extent by the decisions we 
take this coming week and 
over the coming months. 

I am confident that those 
derisions will be the right 
ones for the future of our 
great alliance. 

The author is US secretary of 
state 
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ltoleqtlesso|gionBrtSEMC8ni*m remains uiKlwjieasiim fc^diiteflTilned RepubBeWW 

President trapped 
by a vacuum 

em Clinton still faces the threat of .impeachment because of lack . 
of leadership in the Republican party, writes Gerard Baker 

A . month ago, it ty*s moderate congressmen against Pratctent has 

looked as if Amer- seem eager to drop, the practical purpose. Ty 
ican voters had impeachment grenade before tocept 

settled the ffrnne- it does them any more harm. Mr. Clinton should not be 
About 16 are are expected to 
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month ago, it 
looked as if Amer- 
ican voters had 
settled the imme- 
diate political fate of Presi- 
dent Bill rilintnn. 

Democrats gained seats in 
the mid-term congressional 
elections; Republicans lost 
them. It was. clear the public 
wanted Congress to drop the 
partisan impeachment pro- 
ceedings against the presi- 
dent Whatever Mr Clinton 
had done, exit polls and 
results indicated, it did not 
amount to an impeachable 
offence. 

But this week or shortly 
thereafter, the House of Rep- 
resentatives’ judiciary com- 
mittee looks likely to 
approve at, least one. article 


I 


vote against it. .But with two 
or three hardline anti- 
Clinton Democrats prepared 
to side with the remaining 
212 or so Republicans in the 
House, -the impeachers are 
. tantalislngiy close to the 218 
votes they need. 

The White House is pre- 
paring for the worst. They 
just seem intent on pursuing 
this all the way through," 
said Joe Lockhart, the White 
House press secretary. 

A number of factors 
pypiain the intransigence of 
House Republicans. . The 
argument that the impeach- 


ed impeachment against Mr . merit- process is unstoppable 
Clinton on the charge of per- is not one of them. It is true 


jury. A week after that, the 
whole House is expected to 
vote. The outcome will be 
very dose. If (as is possible) 
the House votes tO in^paarfi, 
there will be a protracted 
trial in the Senate. This will 
ensure that the popular 
desire for a quick end to the 
saga wffl be thwarted. 

• What PTpiwrng rt»w disso- 
nance between the apparent 
judgment of voters an d the 
Republicans' dete rmina tion 
to press on with their efforts 
to remove the president? 
Why are Mr Clinton’s oppo- 
nents so eager to risk 
strengthening the popular 
backlash that dealt. them 
such a blow last month? 

. The renewed zeal seems 
aD the more curious given 
that nO-one, not eyext the 
most militant of anti-Clinton 
Republicans, believes the 
process will result , in the 
removal of the president. 

In a Senate trial, two- 
thirds of the 100 senators 
would have to vote for the 
president's conviction. And 
with just 55 Republicans, 
some of whom will not, in 
any case,. vote to remove 
him. Mr Clinton can rest 
assured he will not be leav- 
ing office against his will 
any time soon. 

So why do House Republi- 
cans seem hell-bent on such 
a fruitless and unpopular 
course? 

A small number of the par- 


that the proceedings that 
began before the elections 
must, according to the con- 
stitution, be concluded. But 
that would not stop Con- 
gress, if it wanted to, from 
naming to a quick vote and 
disposing of the matter. 

For many Republicans, the 
real force pushing them for- 

- wanLiS' >a powerful antipathy 
towards President Clinton. 
Congressmen such as Bob 
Barr and Dan Benton, who 

- belong to their party's- vocal 
conse r v a t i ve wing, are. con- 
vinced Mr Clinton deserves 
to be removed, whatever vot- 
ers think. They know the 
brief opening . of the 
impeachment window is 
almost certainly the last 
chance they will get - how- 
■«TCr remote ; - to destroy Mr 
Clinton, and they will not let 
it pass. 

Other, conservatives 
believe that, even if the pro- 
cess ultimately fails, they 
have much to gain by keep- 
ing the cloud of allegations 
Firmly over Mr Clinton's 
head. The White House is 
keen to make a new start in 
January with new legislative 
proposals on a range of 
issues for Mr Clinton's final 
two years. Some Republicans 
hope that, for the second 
successive year, the adminis- 
tration’s agenda might be 
ruined by scandal. 

For another, less zealous 
group, pressing charges 


ousted, but -they are keen to 
ensure, tbat the. president is 
properly punished for his 
egregious, behaviour. 

But what: punishment . - 

would be appropriate? In the .• : ; - 
aftermath of «£he. November . 
elections, arguments for 
some, form of censure motion 
gained ground among both 
Democrats and Republicans. 

Yet in recent weeks, sei^ral _ 
moderate Republicans ah#- 
backed away from the Idea*.. . 
Some feel it would, be mean- \ : - 
ingiess or even unconstitu- - t 
tional. while others point out 
that reaching agreement bn 
wording with Democrats - 
may prove impossible. • 

In the knowledge that the., ■ ;■ 
Senate will not remove the 
president, some Republicans;, 
argue it would be better for • 
the House to pass the most 
damning form of censure 
possible: impeachment. 

Mr Clinton, while staying . 
in office, would be perma- 
nently tarnished by the 
shame of being only the sec- 
-ond president in US history 
to' have been impeached. : - 

“It’s really the only seri- 
ous punishment we can mete % : 
out - and one that probably . \ 
fits the crime.” says one . 
Republican official. ■ ■ 

- But perhaps the most 
important reason . the. . 
impeachment locomotive. .■> 
hurtles on is that no one is ■ < 
at the controls. . , 

With the resignation of. ; 
Newt- Gingrich- L qs’ House 
Speaker last month, the 
Republicans are leaderless. 
Although he will formally 
remain Speaker until the 
end of the current session 
next month, Mr Gingrich is 
not enthusiastic that his last 
act should be an impeach- 
ment voje. 

He would prefer his 
successor. Bob Livingston, to 
take charge of the impeach- 
ment process. But Mr Liv- 
ingston wants a clean slate 
by the time he takes office. 

And in that vacuum, the 
party’s- perennially noisy 
and truculent infantry are . 
pushing the process chaoti- 
cally forward. 
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LETTERS TO THE EDITOR 


Chile shows a lack of political will 


From Jams Frvnchak. 

Sir. The Permanent Com- 
mittee for Chile commends 
Philip Stephens's commen- 
tary on Pinochet's detention 
and Lhe ruling of the House 
of Lords (“Ruling for human- 
ity”. November 27). 

While discussions arise 
regarding the political, trade 

and foreign relations impli- 
cations of Judge Baltasar 
Garzons decision to utilise 
the extradition process and 
the decision of the House of 
Lords, Stephens emphasises 
the reality of the suffering 
under Pinochet’s military 
regime and the responsibil- 
ity of other human beings to 
hold the actors of the 


17-year dictatorship account- 
able. 

Yes. the ideal scenario 
would have Pinochet tried in 
Chile, and exacting or this 
type of justice would bring 
tremendous tears of victory. 
The reality is that the Chil- 
ean government has demon- 
strated a lack of will (be that 
out of Tear or political ties) 
to liberate Chile from the 
dictatorship-inherited consti- 
tution. to refute the amnesty 
laws protecting the military, 
and to bring justice to the 
victims and relatives who 
suffered the disappearances 
and torture. In fact, this 
recent episode in Chilean 
history has frustrated any- 


one who believed tbat the 
Chilean government had a 
stake in Chilean democracy, 
as they have repeatedly 
stated tbat they will defend 
the former dictator. 

Killing and torture are 
wrong. Amnesty for these 
crimes is inexplicable. 

A special thanks to Philip 
Stephens, whose commen- 
tary demonstrates that a 
country's human rights 
record is viable ground for 
establishing international 
relations. 

Jams Frenchak, 

200 Avenue 

Chicago, Illinois 60601 
USA. 


Virgin’s naive rail plan 


From Hr Alex McWhirter, 

Sir. Virgin is rather naive 
if it “believes improved rail 
travel will put an end to 

London-Manchester flights 

by 2002" (“Brinson targets 
more rail routes’*. November 
18). 

Not only are the four Lon- 
don area airports served 
from Manchester more con- 
venient than London's E lis- 
ten station. Virgin mokes no 
allowance for the hundreds 
of thousands of passengers 
who are flying Manchester- 
London simply to make an 
international connection at 
Heathrow or Gatwick. 

French Rail (SNCF) 


expressed a similar view 
when they launched 300kph 
TGVs on dedicated track 
between Paris and Lyon (a 
similar trip to London- 
Manchester). TGVs on this 
route provide a foster and 
more reliable service than 
Virgin can ever hope to 
achieve. Yet despite Lhis, the 
airlines still see enough 
demand for 14 Paris-Lyon 
flights a day. 

Alex McWhirter, 

Technical Editor, 

Business Traveller, 

Russell Square House, 

10-12 Russell Square, 
London WCIB SED. UK 


Principle and 
practice of 
the Lords 

From Mr Keith Wedmare, 

Sir, May I summarise the 
argument about the House 
of Lords for the benefit of 
your busy readers? 

The Labour party is say- 
ing: it’s all very well in prac- 
tice, but how (foes it work 
out in principle? 

Keith Wedmare. 

5 Cornelia Avenue. 

BU11 Valley, 

California 

94941-1640, 

USA 
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O skar Lafontaine, 
the German 
finance minister, 
has come under 
fire recently. Opponents in 
Germany accuse him of stag- 
ing a Keynesian counter-rev- 
olution. Some cynics argued 
that he was the true master- 
mind behind last week’s cut 
in European interest rates. 

Outside Germany there is 
even more confusion and 
bewilderment. Professor 
Rudi Dornbusch, of the Mas- 
sachusetts Institute of Tech- 
nology, called him a man of 
the past “who spent the past 
20 years in some distant 
gulag”. A British tabloid 
newspaper asked whether he 
was “the most dangerous 
man in Europe". 

So what does Mr Lafon- 
taine believe? These are the 
policies he supports: 

• Closer co-ordination 
between fiscal, monetary 
and incomes policy to 
achieve an optimal mtir 
• A monetary policy that 
supports economic growth. 

# The elimination of unfair 
tax competition in the Euro- 
pean Union, and majority 
voting on EU tax policy. 

• Stabilisation of the euro 
exchange rate against third 
currencies. 

This is hardly a radical 
agenda. It is, of course, a dif- 
ferent one from the previous 
German government’s - 
which had virtually aban- 
doned all attempts at macro- 
economic policy. The Maas- 
tricht treaty, which was 
heavily influenced by Ger- 
man thinking, tried to put 
policy on auto-pilot: mone- 
tary policy should be geared 
to achieving low Inflation; 
fiscal policy should aim at 
balanced budgets over the 
economic cycle. But the 
treaty does not say how the 
two should interact 
Mr Lafontaine believes 
that the main pflfors of eco- 


ECONO MICS NO TEBOOK WOLFGA NG MUNCHAU 

Germany’s agenda 

Lafontaine ultimately argues that the start of Emu is not the end 
of European economic policy co-operation, but the beginning 


nondc policy should be co- 
ordinated within the Euro-11 
group of finance ministers. 
This view was motivated by 
Germany’s experience dur- 
ing the 1990s. After unifica- 
tion it expanded the fiscal 
deficit in one of the biggest 
stimulus programmes ever. 
This triggered- an offsetting 
reaction in monetary policy 
by the Bundesbank, which 
raised interest rates to near 
10 per cent in 1992. Far from 
being co-ordinated, policies 
were pulling in opposite 
directions. 

Later, when the German 
economic cycle turned down, . 
the government tightened 
fiscal policy when it realised 
that it would otherwise foil 
to qualify for the single cur- 
rency. The upshot was that 
the government loosened 
policy when it should have 
tightened, and it tightened 
policy when it should have 
loosened. 

This situation was aggra- 
vated by disastrous mistakes 
in wages policy. Germany’s 
trade unions first persuaded 
employers to equalise wages 
between west and east Ger- 
many, irrespective of the 
large productivity gap. And 
then in 1994 they pushed for 
excessive wage increases at 
a time when the economic 
cycle turned against them. 
Germany’s macro-economic, 
policy errors were an impor- 
tant factor behind the s tro n g 
increase in cyclical unem- 
ployment - that eventually 
became structural unem- 
ployment when the cycle 


remained depressed. 

Mr Lafontaine fought - 
and lost - the 1990 election 
against Helmut Kohl on 
those issues. Today, as 
finance minister, his main 
concern is to avoid a repeat 
of the Serious policy errors 
of the 1990s. Europe could 
not afford the mistakes that 
Germany made. Germany 
cannot afford them twice. 

ft is not clear yet how the 
European Central Rank will 
react to invitations of policy 
co-ordination. Wim Duisen- 
berg, president of the ECB, 
h«a signalled willingness to 
co-operate in principle, but 
he also said the ECB cannot 
make explicit deals with n 
finance ministers. - 
The central bankers 
believe that fiscal policy 
must deliver its side of the 
bargain first But it is not 


clear how well finanw> min- 
isters will co-operate: it Ls 
conceivable that even if a 
country ran. a tight fiscal 
policy it might not be 
rewarded with lower interest 
rates if other countries did 
not take the same line, 
s A policy mix made-up of 
tight fiscal policies, relaxed 
monetary policies and wage 
moderation would provide 
the best insurance policy 
against a further economic 
downturn. In principle, there 
are two ways for the euro- 
zone to reduce its current 
account surplus and absorb 
third-country exports: either 
through stronger domestic 
growth or through an appre- 
ciation in the real mrnhqnEp 
rate of the euro. 

Which of the two it is 
going to be depends on . the 
fiscal-monetary mix. If inter- 


est rates stay low or. -fall., 
even further, and if fiscal 
policy remains tight, Europe, 
may be lucky. A different 
policy mix could trigger a-, 
sharp appreciation ? if .-not 
an overshooting . - . of ,the.. 
euro against the dollar. Eco- 
nomic growth in the euro- 
zone would then grind to a 
halt. 

Mr Lafontaine’s other eco- 
nomic objectives - the pur- 
suit of stable exchange rates 
and tax harmonisations 
within tiie European (Union 
- follow on from this, lie has 
made a mistake by nailing- 
for exchange-rate target 
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US administration will , not 
agree to this. But there may.- 



be some -support - even . -. : 

■ 


among central bankers on.v- 



both sides of the Atlantic - V . - 
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for flexible policies to pre-i' ■■ 
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monisation - has recently 



caused much controversy in - : 
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LafontakMC motivated by Gennany*s experience during the iggoa 


uiv. elsewhere in 
Europe, everybody, includ- 
ing the central bankers, .•«? 
agree that tax harmonisation 
is desirable, or at least inevi- 
table in the long .run. Tax 

harmonisation is just part of 
the wider designs. of eco-.. 
nomic union - which is 
what the "E” in Emu stands 
for. This point is understood 
implicitly by all the 11 coun- 
tries taking part In Emu. 

Ultimately, Mr Lafontaine-. . . . 
argues that the start of Emu 
next month is not the.end of 
European economic, policy 
e ^°peration, but the -begin- 
ning- The irony is not lost 
that Mr Kohl, his old adver- 
sary, said the same many 
years ago; economic union 
does not work without politi- 
cal union. It may all be hap- 
pening sooner than some 
people had realised. 
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The Anglo-French declaration 
that the European Union should 
have a defence role is. as Tony 
Blair said, historic: It brings 
together the two countries whose 


though it has private misgivings. 

The OS's positive reaction ' vin- 
dicates Mr Blair in malt£ng~a bis 
tone shift in British policy. The 
UK long resisted any defence rote 


W im Duisenbexsr has 
seen the future and 
he Bices the look- of 

One of the main worries snr- 
. rounding Europe’s bold protect to 
fa anch a stogie currency at the 
'start of nest year has always 
been the possfiaffty that national 
differences might produce hitter 
and _pajalyl5ing arguments at the 
European Central Bank. So the 
question has been whether the 
ECB would develop, a sufficiently 
“European spirit” to manage a 
ane-sSzfrfltsall- interest rate ped- 
fcy for afl U-memhers of the euro 
aresu. 

Last Thursday, the craggy 63- 
yesaxdd Dutchman who. became 
the BCB's first president In July, 
got the answer he wanted. Four 
weeks before the launch of the 
third and final stage of economic 


Builder of the 
euro team spirit 

The ECB president tells Peter Norman, Lionel Barber 
and Wolfgang Munchau that he thinks the unity behind 
- last week’s rate cuts augurs well for the euro zone 


Bal^ 


views, on the political shape of for the ED, partly for featf. that ft and monetary . union, cen tral 
European defence had long could ~undflnnhie~Kato- - himiat .mt Thgfo* h »n^hTpi>^ t 4r ^^ rw 

diverged the most, and the only- toccmbeeur-cm-France, - wtritfriatr rates malf n euro countries. 



S*. two European countries with 
all-round mOitoy forces and a 
" tradMon of using them: 

It comes as MadRlwig Albright; 
j_ l the DS secretary of state, in the 
... article opposite, has welcomed 

- ^iinopean efforts to take more 
/ ifesponflibility for their own 
'■ Gfeefence and argued for broad en- 

rag Nato's role. It fits well with 
pressure from European govern- 
ments both to consolidate 
defence industries and get better 
k* value out of defence budgets by 
harmonising procurement and 
H pooling research spending. 

^ Above all, ft could provide the 
EU With its mfeyrng dimpn<riftn 
- The EU is the most powerful 
institution' in post-war Europe 
v but its purely civilian nature has 
all too- often allowed member 
: governments to slide out of their 
military obligations and p ass the 
•• buck to Nato and the US. 

Giving the Union a voice in 
security policy ought to make 
Europeans face up more readily 
to taritHwg the crises around the 

- Union's borders. In short, it 
i should - turn Europe into the 
Wrong Nato partner the US has 

• >%ways said it wants. Washington 
. .,‘jtas publicly welcomed the 
^nglo-French declaration , 


essentially won its argument for 
EU involvement in defence, to 
show It has given up any attempt 
to snap the transatlantic mflftar y 
. link. President Chirac recognised 
the h ard feet ctf Nato's rnShtary 
p rimacy a couple of years ago but 
Iris' successors win need to under- 
stand this too. 

.The. Anglo-French declaration 
maybe enough to create a- : real 
EU defence role without fu r th er 
treaty change. In 1991, it was 
agreed at Maastricht that tJje_EU 


' and in 10 set a uniform 3 percent 
1 rate for the start of the euro. 

|- For Mr Duisenberg -these 
events were more than a piece of 
monetary management The rate 
' cots throughout the euro area 
were decided in the EGB’s ded- 
. sjoa-maJciag council two ■ days 
before. They marked a “unique 
moment”, he said. 

The 17-person riP^riw umaWrig ' 
council is made up of the six- 
strong, Frankfurt-based ECB 
board _and ihe member states’ 


should “progressively frame" a 4 central bank governors: events 


common defence policy. : -r- ' 
But many- questions remain 
unanswered How wfll the Elfs 
four neutral members fit. in? 
What is to become otthe Western 
European Union, the defence 
body whose -10 toll members 
belong to the EU and Nato? ' - 
How wifi EU members behave? 


appear to show how individuals 
are cutting loose from their 
national roots and are already 
developing a European institu- 
tion with a pan-national ethos. 

: Nat for the first time, Europe’s 
centra] bankers had forged ahead 
down the path of greater Integra- . 
tion, leaving politicians behind. 


ff they, arrive at affiance meet: I For Mr Duisenberg last Thurs- 


ings with pre-cooked positions 
from which they refuse to depart, 
it would seriously annoy- the US, 


day's events were especially 
sweet be was chosen in May by 
European Union leaders to head 


and might frustrate European | the ECB only after a messy pnb- 


amhftfcms for bolder military pol- 
icy. EU “common positions” +«r»a 
to be feeble. ff Nato had followed 
EU common positions^ it proba- 
bly would not have acted on Bos- 
nia or Kosovo. 


Holocaust suits 


The quest for -Justice and -truth 
for the victims of the Holocaust 
is widening its net The effort to 


-Qne lesson from that- deal is 
that Swiss banks would have 
been for better advised to have 


compensate Holocaust survivors made prompt good faith .pay- 


or their families focused first on 
looted gold, then dormant bank 


meats to atone for their war-time 
conduct By contrast, companies 


accounts, and has now spread to like Volkswagen and Siemens 


insurance policy ehimn, art and 
communal property. 

Last week’s 44-nation confer-, 
ence in' Washington was intended 
to start wrapping up the diplo- 
matic phase of the inquest by 
* agreeing on guidelines for farther 
i' investigation .and settlement 
fSweden and Poland fore now 
T offering to host future confer- 
. ences on confiscated art and 
- property, while German and Aus- 
trian companies are bring pur- 
sued in the courts by those 
forced to work for them during 
the .war. Ford and General 
Motors are also accused of profit- 
ing from “slave labour” . m their 
German subsidiaries. 

There are many reasons why 
this inquest should burgeon only 
now - the new-found freedom for 
east European victims to voice 
their grievances; a new interna- 
tional concern about hu man 
rights; the activism of US Jewish 
groups; and the prospect of gator 
ing something like the $2.25bn 
settlement that Swiss banks 
recently made with Jewish 
groups. But whatever the reason, 
it is good to see a start to the 
quest for justice and truth - it 
can be achieved without the hit- 
ter recrimination that- marked 
the Swiss bank deal. 


that have set up- fonds to com- 
pensate their ■ wartime “slave 
labourers” have found that: 
prompt- atoms ngpL to generally 
satisfied their accusers, : *v. . 

Compensation nude in good 
faith must be accepted as- sufdt; 
and not pushed ever higher by 
toe menace of sanctions. Hope- 
fully, the issue of unpaid insur- 
ance claims will be settled amica- 
bly and swiftly, by the* new 
commission between European 
insurers and US regtoators. 

Moral pressure can be fust as 
effective, as Russia’s surprising 
change ctf heart shows. After pre- 
viously riaizning that its war t im e 
booty was just compensation for 
war damage, Russia last week 
declared itself ready to return 
looted art to victims. “ •’ 

The broadening of . the Holo- 
caust inquest is also -providing 
more perspective. Fbrd and GM 
argue that their wartime links 
with their German -subsidiaries 
were minimal or non-existent 
evpn in the period of DS neutral- 
ity up to 1941. But the appear- 
ance of US companies in the dock 
makes the . Holocaust inquest 


lie row, in which national inter- 
ests were uppermost. 

T am very happy that we have 
came' to derision,'* be told 
the financial Times in an inter- 
view shortly after the cuts. Tt is 
history that 17 central bankers 
were able to come to a consensus 
that for several countries - think 
of Ireland, Portugal and Spain — 
was not easy to maicg, based on 
| their national interests. But they 
completed. They not only went 
along. It took little time to con- 
vince them.” 

This rapid . emergence of the 
ECB as an institution with a euro 
way of thinking may please advo- 
cates of EU integration. But is 
there not a danger that the sing le 
monetary area with its single 
short-term interest rate will 
accentuate existing differences 
between the member states' econ- 
omies -and create problems- for - 
the fixture? And. is not the euro 
bring la unched in a climate of 
artificial mfrn . because so much, 
of the world's attention is 
focused on the economic crises of 
east Asia and Russia? ' 

Mr Duisenberg believes recent 
events suggest the answer is no: 
the euro members will be able to 
cope with a single interest rate, 
while the state of the European 
economies provides reasons for 
optimism about the launch cf the 
euro. When the Republic of 
Ireland cut its short-term interest 
rate sharply by L25 percentage 
points early last month there 
were no adverse effects for the 
exchange rate or on prices, he 
pointed out ‘ 

“It may wen be that the open- 
ness of the European economy, 
with complete free trade and 
increased competition, can keep 
toe lid on inflationary tendencies 
in. various regions. And of course 
we have to live with the fact that 
cydical developments may vary 



look less partial, ft isatrimnder to a large economic region, just 
that the US. on a fonted level. as in the United States.” 
was far the first two years "of the Looking further afield, “what 1 

war as' neutral as Switze rla nd. 


find t wm r kabierand gra tify ing is 
that the liquhfity crisis we have 
had in Asia, Latin America and 
the US, and to some extent to 
Europe, has caused no tension 
inside the participating countries 
of Emu. And the same is true for 
short-term interest rates. 

“This financial crisis has been 
very different from all toe ones 
that 1 have witnessed since 1982. 
On former occasions, there were 
always Hows into the dollar and 
D-Mark, sometimes tearing apart 
the European exchange rate sys- 
tem. This time there has been 
nothing of the sort" 

In Mr Duisenberg's view the 
rate cuts now promise nothing 
but good. A worry is the way 
business and consumer confi- 
dence is declining in theEU. Eco- 
nomic growth is now forecast to 
“moderate” to around 2.6 per 
cent - too low to help reduce 
unemployment If all goes well, 
the lower Interest rates should 
strengthen confidence and invest- 
ment and so “could help moder- 
ate the moderation”. A decline in 
confidence “is something we can- 
not allow to happen”. 


■ -The- rate - exits will make- for 
“much smoother sailing into the 
new uncharted waters” of Emu, 
said Mr Duisenberg. “There are 
big advantages doing something 
now rather; than later because 
this is intended to be the rate at 
which the system win enter the 


Despite falls in 
business confidence, 
• his verdict on the 
European economy 
is 'so far so good’ 


third stage of Emu and It is 
intended to remain there for the 
foreseeable future. We do want to 
indicate that this is where we 
want the rates to be and where 
we want to keep them for as long 
as we deem it appropriate,” be 
said. 

The hope is that this will ease 
uncertainty and volatility on 
fitmnejai markets. “All the specu- 


lation about the rates was one of 
the elements of uncertainty sur- 
rounding the markets.” 

By acting last week, the euro 
area's central bankers also got 
over a tactical problem. "We 
were convinced, given the eco- 
nomic circumstances, there 
would have to be a move on 
interest rates on entering or soon 
after entering the euro.” 

Without a timely cut, “we 
would have had a great problem 
to explainin g why the Bundes- 
bank. the Banque de France and 
the Netherlands central bank 
thought at the end of December 
that the level of 3.3 per cent was 
appropriate and things then 
would have changed immediately 
thereafter". 

And then there was a message 
for those pesky politicians, such 
as Oskar Lafontaine, Germany's 
finance minister, who store Ger- 
many’s general election in Sep- 
tember has been pressing for 
lower interest rates in Europe 
and upsetting the central bank- 
ers' sense of independence. 

The centra] bankers od the 
ECB council had been talking 


Taiwan votes 


OBSERVER 


The resounding Kuomintang 
victory in Taiwan's parliamen- 
tary and mayoral elections 'will 
make it harder for China to posh 
its case for reunification. 

Mia Ying-jeou’S - victory in the 
race for Taipei city hall is nn 
indication that the status quo 
supposedly p ref erred by Taiwaa - 
ese voters - whereby the reunifi- 
cation issue is simply deferred — 
is not tenable indefinitely. Tai- 
wanese society is changing in 
ways that threaten to make 

reunification irrelevant in the 
long run. Unless both China and 
Taiwan learn to acknowledge 
♦his and adjust their positions 
according l y , the danger of out- 
right hostilities will increase. 

Mr Ma secured suppartfor him- 
self and the KMT by promoting 
the concept of the “new Taiwan- 
ese” - the ntatolander (like him- 
self) who came as a . child to 
<&iwan and has now. been fully 
Absorbed into the local society. 
/This found resonance because 

• the old divisions between -the 
native bom-Taiwanese, who hafoe 
never been keen on reunification, 
and the mainlanders. who 
flocked to the Island after ‘the 
1949 revolution, have been 
steadily breaking down. ■ . . 

Out of this melting pot Taiwan 
is steadily ftarging^ts own unique, 
identity. First came its economic 
achievements, then its vibrant 
democracy. Now its distinctive 
mciai development is putting tt 
iwtanvrobl y on a different track to 


the -mainland. That is a fact, 
which -Begin? cannot ignore, 
however strong its claim to sov- 
errignty. - . 1 '-* ■ 

As it becomes -increasingly 
frustrated. China may again be 
' tempted to tty force. R basTnuch 
to lose, egpecteDy now-thatabas 
established a better relationship 
with the US aad earfqys gsnwtog 
stature in the rest Jhe wrid. 
But, for domestic reasons, Chi- 
na's president, Jiitag Zemin, can- 
not afford to turn soft on an issue 
th at be himself: has established 
as an utmost national priority. 

As for Taiwan's president, Lee 
TVnfrbni. he should not see this 
election resulfas a ma nda te to 
continue his strident approach. 
Both rides urgently need to find; 

of mqnovtog . mutual confi- 
dence. That m eans putting more 
conviction into -the high level 
talks with. Bering that resumed 
^ trig-autumn ami looking for yrac- 
tied omoesrions that. will help 
their relationship weak better. . 

rihftm cannot hope to reunify 
successfully with a Triwan-thst | 
does not trust it. Taiwan, 
whether it- ultimately aims for 
reunification or not, cannot carve 
its own. destiny without a viable 
and safe relationship with the 
mainland: Gonttouing with mega- 
phone diplomacy 7 woul d be to 
ignore an "increasingly comptex 
realty. ThatwouM be dangerous 


tor the securityof the- world as a 
whole. 


Soros trumps 
Gore’s snub 

The contest to be the Malaysian 
govamnrjentte public enemy 
number one (foreign division) Is 
hotting up. 

Months ago, financier George 
Soros was in pole position, when 
, prime minister Mahathir 
I Mohamad called him a “parasite” 
who had destabilised Aria's •• 
i otherwise hunky-dory markets. 

‘But he was knocked off his 
I perch by US vice-president AI 
Gore who turned up in Kuala - 
1 Lumpur a few weeks ago and 
backed the reform movement - 
I launched by Anwar Ibrahim, the 
poetical foe of Mahathir whose ~ 
i current trial on charges of sexual 
misconduct and abuse of power . 
te regarded with much suspicion. 

Tbe government was furious, 
and what left an even worse 
taste in Malaysian mouths - even 
among'some Anwar supporters - 
was the -diplomatic snub Gore 
delivered by leaving the dinner at 
which he made the comments 
without eating with Mahathir. 

Now Some is bidding for the . 
titfe-agah. ;wfth a speech calling 
for Anwar's release. If the 
opposition leader was jailed, said 
Sorbs* be ‘hoped public opinion 
would tom against Mahathir.' 

•v There was a quick protest from 
.toe ptpvtousjy obscure Malaysian 
Association ‘of Youth Chibs, and 
m'mkstere aeinmg up behind ' 
Mahathk. Qne denounced ; 
Soros’s" “absolute arrogance*. 


another said it he had “reinforced 
perceptions that there are 
external agenda trying to provoke 
the Malaysian people". BasWng 
foreign bogeymen seems easier 
than confirontfog the arguments 
of domestic opponents. 

Clampdown 

The city that brought you the 
wheetalamp hasn't finished yet 
The capita] of the state of 
Colorado has come up with a - . 
new way to use the Denver Boot. 

It seems that the powers that - 
, be In Mile High City are fed up •* 

I with state laws that are soft on 
, speedsters. 1 If you’re caught on a 
I speed camera, the fine is $40 
whether you're 10 or 100 mph ' 

! over the limit and you can rack, 
up as many fines as you like 
without any harm to your Beenes. 
Many drivers just Ignore the 
fines. ■ , 

So Mayor Wellington Webb has 
come up with a plan to track 
down non-payers and apply the 
Denver- Boot to their cars at their 
own homes or workplaces until 
the fines are paid, if the city 
council gives the nod later this 
month, the traffic cops expect a 
sharp intake of cheques. 


The latest taxes win hit mobile 
phones and guns, those totems 
of Belgrade's “Diesel Boys” - 
named for the Italian fashion 
jeans they wear rather than the 
type of Mercedes they drive. 

The money raised will go on 
“social programmes", promises 
deputy prime minister Tomisiav 
Nlkofic. "We have to take more 
from foe haves because there are 
more and more have-nots. I 
won’t even mention other taxes 
that we shall impose." 

Radio station B92 has been 
trying to help him fin the gap, 
pitching some suggestions of 
what might be in store: tike a 
levy on fat people to help then- 
thinner brethren, compulsory 
blood donations from car owners 
and a “truth" tax for the media 
The latter might just be a runner. 
Some of foe Independent press 
would have to pay up. but the 
state-run mouthpieces wouldn't 
suffer too much. 


Flirty low 


Diesel tax 


There’s some bad news for 
Serbia's nouveau riche. The 
government of rump Yugoslavia 
is getting ever more creative in 
the taxes ifs levying to keep the 
crumbling economy gohg. 


This year's must-have toy in foe 
US is Furby, an irritating furry 
electronic animal that “interacts” 
with its owner. Queues of 
desperate parents are forming in 
foe early hours outride toyshops 
In hopes of bagging one. 

But are they wasting their 
time?- A survey for 
Minneapolis-based investment 
firm Piper J affray says 37 per 
cent of us admit that we don't 
remember what out loved ones 
gave us last Christmas. 


But it isn't all selfless research 
- curiously enough, the same 
survey claims that 41 per cent of 
people would rather receive an 
investment product than a 
traditional gift anyway. 

Think about it. Piper Jaffray 
says. If you’d spent £500 on an 
eight-track tape player for your 
child in 1980, it would be 
obsolete and useless by now. 
"But, if you had deposited that 
same £500 into a modest-growth 
investment with an 8 per cent 
return, you- child could now have 
more than £2,000 saved.” 

Just enough to buy a Furby on 
the black market 

Slim pickings 

As if worrying about worldwide 
economic gloom wasn't enough 
to contend with, hoteliers have 
an extra concern - thek guests 
are getting slimmer. 

It’s foe swankiest hotels that 

are having the thinnest time, 
according to Small Luxury Hotels 
of the World, instead of lobster 
thermkJor washed down with a 
bottle of ChabSs Premier Cru 
followed by smelly fmmage with 
a glass of port, your modem 
upmarket traveller is more likely 
to demand a grilled salmon steak 
and a bottle of eau petulant. Not 
much margin in that 

To make matters worse, 
they’re also likely to ask for 
unusual ditoes at odd times, 
stretching the kitchen staff 
budget No more Dving off the tot 
of the land. 


about the right initial rate for 
Emu “constantly" and “for 
months", Mr Duisenberg dis- 
closed. “The political pressure 
that arose in foe meantime only 
made it rather more difficult to 
actually do something- " That 
something has now been done - 

or rather nearly done, because 

Italy decided to play the odd man 
out among the euro 11 and cut its 
key short-term interest rate only 
to &£ per cent 

“I can't say 1 particularly like 
it. Bat it doesn't spoil the entire 
process. I am much more pleased 
with the overall outcome." Mr 
Duisenberg said. Italy still has 
some weeks in which to fell into 
line so that the European central 
bank can set its benchmark secu- 
rities repurchase, or repo rate, as 
planned on January 4. 

Italy's action was a reminder 
that Europe's central bankers are 
not immune to pursuing and 
safeguarding national interests. 
But Mr Duisenberg remains opti- 
mistic that such problems are 
being overcome. 

"It is a learning process. We 
are l? people with individual 
responsibilities. We have to avoid 
hostile groups ganging up 
against each other,” he said. 

The first meeting of the council 
during the summer yielded an 
Important lesson. “1 made a big 
mistake.” Mr Duisenberg admit- 
ted. “1 put the executive board on 
one side of the table and tbe 
national governors on the other. 
And to tbe course of that day, 
you saw groupings develop” 
between the board and national 
governors. “So at the second 
meeting, we placed everybody to 
alphabetical order, and by name 
not by country." 

There ore no indicators of the 
ECB council members' national- 
ity as they sit around the table. 
“There is only one big disadvan- 
tage” or placing them in alpha- 
betical order, Mr Duisenberg 
joked. “It means presidents Hans 
Tietmeyer [of the Bundesbank] 
and Jean-Claude Trichet [of the 
Banque de France] always sit 
next to each other. Although 
there Is one man, one vote, they 
are both big central banks, so 
although their vote is not bigger, 
it is sometimes louder.” 

But it seems that attention to 
placement is influencing behav- 
iour. “You hear less and less 
each month about particular 
developments in a particular 
country." The euro team spirit is 
.also apparent at international 
meetings, such as the monthly 
gatherings of the central hankers 
from the Group of 10 big indus- 
trial countries in Basle. “I have 
been asked to comment on devel- 
opments in Europe," Mr Duisen- 
berg said. “The last couple of 
times, the chairman asked if any 
governors from Europe had any- 
thing to add, and they said no." 

So it Is perhaps not surprising 
that in the wake of the interest 
rate cuts, and with Europe appar- 
ently shielded from the Asia cri- 
sis, Mr Duisenberg seems to be a 
man with a weight off his mind. 

The last significant decision 
before the euro's launch has been 
taken. And. despite recent fells in 
business and consumer confi- 
dence, his verdict on the Euro- 
pean economy is “so far so good”. 

But he admits that one aspect 
of his job still causes difficul- 
ties. “1 still have to get used to 
the intensity with which the 
world watches every word you 
say or every move you make. I 
originally thought it was some- 
what exaggerated. 1 now realise 
that I have to watch my words 
with the same intensity as Alan 
Greenspan.” the delphic chair- 
man of the US Federal Reserve. 

There is no. escape from self- 
censorship for tbe plain-speaking 
Dutchman. “You are so easily 
misinterpreted, or correctly inter- 
preted on what you wouldn't 
have wanted to say in the first 
place." 


100 years ago 

Transvaal Rebellion 
Pretoria, 5th Dec. The Magato 
war is now finished. The entire 
Zoutpansberg range for a 
distance of a hundred miles is 
cleared of foe rebels. Their 
chief, Mpefu, has fled across 
the river Into Rhodesia. 
Volunteers will be called to 
garrison tfve forts in the 
region. The rebellion in 
Magato land has been broken, 
and the remaining tribes have 
been dispensed with heavy 
loss. THe Swazi allies assisted 
foe Transvaal burghers in 
clearing foe mountains. No 
whites were killed. The 
burghers are now returning. 

50 years ago 

Capital For Aria 
The President of the World 
Bank has said that it would be 
unrealistic to expect the bank 
to be able to invest large sums 
in member countries in Asia in 
the near future. He has 
stressed that the bank could 
make loans only whan there 
was a reasonable prospect of 
repayment Yet Investment 
finance roust be brought brio 
Asia from outside if the 
reconstruction urgently needed 
there is to go forward because 
Asia's own finances are cteariy 
inadequate to the task. 
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Recession? 

A' couple of tips to cot the travel budflet: 

1 . Ban Air Miles - if* bribwyl 

2. Fly cuy Jet 

Cali 0870 60 ooooo_easyJet_ 










THE LEX COLUMN 


Transatlantic temptations 


Here we go again. After US energy 
companies spent £20bn ($33bn) buying up 
chunks of the UK electricity industry, the 
light-back is under way in earnest Multi- 
utility Scottish Power is poised to acquire 
Oregon-based PacifiCorp in an all-paper 
deal But will would-be UK acquirers - 
National Grid and British Energy are also 
looking in the US - create any more value 
for their shareholders than their US coun- 
terparts managed? 

True, the timing is good. After the 
botched bid for the UK's Energy Group. 
PaclfiCorp's shares are not far off their 
12-month low and the company is suffer- 
ing from a management vacuum. And 
Scottish will bring to bear the useful expe- 
rience of deregulation that PaciSCorp had 
hoped to acquire. 

But PacifiCorp is not Scottish’s first 
choice: approaches to US groups Cinergy 
and Florida Light and Power have already 
failed. Furthermore, there will be little by 
way of cost savings to offset the likely 
premium to PacifiCorp shareholders. 
Returns on Scottish Power's investment 
will probably struggle to match its cost of 
capital If cosh counter-bidders enter the 
fray, Scottish will not be able to slug it 
out for long. 

General Electric/NBC 

Recent comments by General Electric 
chairman Jack Welch have revived specu- 
lation that the conglomerate is thinking 
of spinning off NBC, its broadcasting arm. 
It is not clear that the timing is righL US 
television networks face gloomy pros- 
pects, with sluggish advertising demand 
and eroding audiences. And shorn of the 
Seinfeld sitcom and American football, 
NBC has Just last its cherished top slot In 
the ratings war to CBS. 

Longer term, a demerger could make 
sense - but how would it be valued? NBC 
is growing more slowly than CBS, particu- 
larly since it sold its radio stations long 
ago. But it has an attractive portfolio of 
local TV stations and valuable cable fran- 
chises in CNBC and MSNBC. With esti- 
mated 1999 operating profits of S1.4bn on 
revenues of almost $6bn. it is much more 
profitable than its rival, and could be 
worth Si5bn-S20bn compared to a current 
value of $23bn for CBS. A spin-off should 
therefore create immediate value: GE’s 
1999 price/earnings ratio is a sexy 28 




Chile 

PC Mtes (rotated In Stems) 



1997 99 
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times, but media companies are rated 
even more highly - CBS trades on more 
than 80 times earnings. More importantly, 
it would furnish NBC with a currency to 
pursue acquisitions that GE would reject 
as too dilutive of its earnings. 

There may be another thought behind 
all this. When the forceful Mr Welch 
retires at the end of 2000, questions will 
inevitably arise about the logic of keeping 
GE together. What better legacy could he 
leave than to point the way and start 
breaking up his empire while he is still in 
control? 

Chile 

Even from a suburban mansion in 
England. General Augusto Pinochet has 
the power to trouble his country. But 
should Investors he spooked by the UK’s 
impending decision about whether to send 
the former dictator to Spain to stand trial 
for his alleged crimes? 

An extradition ruling is likely to spark 
outrage In Chile. Depending on which pol- 
itician one believes, the popular reaction 
could range from peaceful demonstrations 
to riots and assassinations. Gen Pinochet 
stirs emotions in Chile like no one else, 
bringing the country's deep divisions 
between left and right to the fore. And 
with Chile faring an election next year, at 
a time when cracks are appearing in the 
ruling centre-left Concertacidn coalition, 
the timing is particularly awkward. 

This sounds like an unappetising mix 
for investors. Yet Santiago’s stock market 
has gained 15 per cent since the dictator 




was arrested in October, as the global 
financial crisis has eased. In reality, eco- 
nomic policy has remained remarkably 
stable for a decade - both under Pinochet 
and his democratic successors. Chile has 
by far the highest credit rating in Latin 
America and is one of the few countries 
there to run a budget surplus. Investors in 
Chile have plenty to worry about a cur- 
rent account deficit of almost 7 per cent of 
GDP, the depressed copper price and a 
drought. But, surprisingly, political fall- 
out from the Pinochet affair is not one of 
them. 

German IPOs 

In future histories of German capital- 
ism. 1998 wlQ be seen as the year when 
the Initial public offering went bananas. 
The year is smashing all records for the 
number of new issues, even though 
around a dozen companies, such as satel- 
lite systems provider Deutsche PhoneSat 
and biotech company MorphoSys, post- 
poned their flotations in this autumn's 
market turmoil. Compared to the low of 
just eight IPOs in 1992 and an average of 
19 a year over the past 16 years, the first 
10 months of 1998 saw 58 new issues, 
according to Deutsche Bank. The total Is 
expected to surpass 70 by the end of the 
year. 

Does thic signal anything more than the 
last throes of the bull market? While few 
would deny the surge in new issues has 
been closely correlated with the perfor- 
mance of the Dax, more Important factors 
are at work. A healthy symbiosis is 
emerging between the venture capital and 
IPO markets. Providers of capital to man- 
agement buy-outs and high-risk start-ups 
are flocking to Germany as conditions for 
their “exits’’ via -Dotations improve: the 
more venture capital, the more flotations, 
and vice versa- And as the pace of corpo- 
rate restructuring accelerates, non-core 
divisions, such as Veba's Stinnes distribu- 
tion business, are being prepared for full 
or partial flotation. 

Judging by the strong average perfor- 
mance of this year’s new issues, investor 
demand shows no sign of flagging. Given 
the benefits to companies from a higher 
public profile, access to an acquisition 
currency and market-based employee 
Incentive schemes, 1998*5 record should 
not last for long. 
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FT WEATHER GUIDE 


Europe today 

Eastern and central England wiH 
start cold with light snow flumes 
or patchy freezing rain. 

However, western areas, along 
with Wales, will be made r with 
ram spreading from the west 
later In the day. Northern Ireland 
and Scotland will become wet 
and windy, but eastern Scotland 
win start cold with some early 
snow. 

Five-day forecast 

North-western and central areas 
will have some snow but that 
will turn to rain as it becomes 
milder. Heavy showers and 
thunderstorms wlH clear from 
the eastern Mediterranean by 
the weekend, and the Iberian 
peninsula will have showers m 
the north-west Scandinavia and 
the north-east wrH stay wintry. 
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CRUCIAL VOTE ON CLINTON IMPEACH MENT WOULD BE VERY CLO SE. SAY_LEglSLAi_0RS 

Senate to prepare ground 
for trial of US President 


By Stephan fitter in Washington 

The leader of the Republican 
majority in the Senate yesterday 
said the upper house would begin 
laying the groundwork for a trial of 
President BUI Clinton as legislators 
said an impeachment vote in the 
House of Representatives would be 
very close. 

1 think the Senate will have a 
trial,'* Trent Lott, the Senate major- 
ity leader, told NBC Television's 
Meet the Press. “We will begin to 
prepare for that if the House votes 
articles of impeachment" 

The Likelihood that Mr Clinton 
wlD become the second president in 
US history to be impeached has 
grown over the last week. Many 
Republicans reacted adversely to the 
way the president answered 81 
questions put to him by the House 
Judiciary Committee, which is 
considering charges against him 
connected with his affair with 
Mn wlca Lewinsky, a former White 
House employee. 

Christopher Shays, a Republican 
Congressman from Connecticut. 


described Mr Clinton's response to 
the questions as “outrageous". He 
added: “He still doesn't get it. He 
still doesn’t tell the truth." 

Mr Clinton’s lawyers asked late on 
Friday for three or four days to 
defend the president before the Judi- 
ciaiy committee this week, a request 
being considered by the chairman, 
Henry Hyde. But Mr Hyde has Indi- 
cated he wants a vote in the commit- 
tee by Saturday at the latest. This 
would clear the way for a vote on 
the House floor on impeachment by 
next week. If this passes to the 
Senate, a trial would be likely early 
in January, legislators said. 

While man y legislators insisted 
the vote on the House floor would be 
close. Peter King, a Republican Con- 
gressman from New York, said there 
would be 15 or 20 republicans who 
would vote No to impeachment. He 
told CBS’s Face the Nation: “Now, 
obviously, could be fluid. This 
can ait change in the next 10 days, 
but right now I still believe that if 
there were a censure vote allowed on 
the House, you would find 15 to 20 
Republicans voting for it, and then 


voting against impeachment.’' With 
Democrats estimating a maximum of 
five from that party voting for 
impeachment, the president would 
just escape being impeached. 

However, one central question 
remained - whether the Republican 
leadership in the House, in particu- 
lar the majority whip. Tom Delay, 
who is handling the issue, would 
allow a censure vote. 

The most potentially damaging 
charges against Mr Clinton relate to 
perjury. Asa Hutchinson, a Republi- 
can member of the judiciary commit- 
tee. said: “Obviously perjury is what 
the focus is. That's what the debate 
is. and probably would bring the 
most votes. 

“But 1 thick you have to look at 
the obstruction of justice and the 
very troubling aspects of that - the 
hiding of the gifts that are under 
subpoena. So I think that will be 
closely debated as well." 

Also to be considered is an abuse 
of power charge against the presi- 
dent 

Trapped by a vacuum. Page 16 
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Canada delays trade law in 
magazine advertising dispute 


By Edward Alden in Toronto 

The Canadian government has 
delayed the passage of controversial 
legislation that threatens to fuel a 
trade confrontation with the US. 

The Liberal government has said 
the legislation, which would prohibit 
Canadian advertising in certain 
fo reign-COntroIled ma gnanag and is 
intended to protect Canadian-owned 
publications, is one if its highest 
priorities. 

But the bill, which needs only a 
final reading before passage by the 
House of Commons, has been left off 
the government’s priorit y list for the 
last week before the House goes into 
recess for the year. 

That means it will not be passed 
before February at the earliest Jean 
Chretien, prime minister, is also 
understood to be considering proro- 
guing parliament, which would 
mean all bills currently on the order 
paper would die. Under the legisla- 
tion, introduced in October, the 


government would levy fines of up 
to C$250,000 (US$163,000) against 
publishers who sell advertising in 
separate editions of foreign publica- 
tions aimed at a Canadian audience. 
The legislation is designed to protect 
advertising revenues for Canadian 

Canada lost a World Trade Organi- 
sation ruling last year on a US chal- 
lenge against s imil ar restrictions, 
but insists the new legislation would 
comply with the WTO decision. 

The US. however, is threatening 
retaliatory sanctions on Canadian 
imports if the legislation is 
approved. The proposed sanctions 
list is understood to target between 
US$70m and US$14Cm in Canadian 
exports in a wide range of sectors, 
including steel and agriculture. 

Canadian officials sought to down- 
play the significance of the delay. 
An official with the Liberal House 
leader’s office said there was simply 
too little time before the end of the 
session. But an informed industry 


This announcement appears as a matter af record duty. 


source said the threat of US sanc : » J 
tions was causing Canada to recon- .^T 
sider. *, 

Sheila Copps, Canadian heritage 
minister, “bad a mandate from Cabi- 
net to see bow far she could get, but 
once significant opposition was 
encountered she'd have to pause and 
reconsider.” he said. “The brakes 
have been put on." 

Francois de GaspG Beaubien, a 
representative for the Canadian 
magazine publishers, said he had 
spoken on Friday to Ms Copps and 
did not “have any worries that the 
Canadian government is having a 
change of heart". 

The Canadian decision to delay 
the magazine legislation comes on 
the heels of an agreement on Friday 
over agricultural trade, in which ; 
Canada successfully resisted US 
demands for an audit of grain pric- 
ing by the Canadian Wheat Board, 
the state trading monopoly that US ■ 
farmers claim is dumping wheat on ft 
to the US market. 71 
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Beed feels pressure globally 

Reed-Bsevter, the’ Angto-Dutch publishing • 
droup, last week shocked analysts with a profits 
waning. The Ttoany of difficulties in its statement 
included' everything from exhibitions in Asia, the 
nonrrenewai of subscriptions to science pubis- 
tuitions, through to UK business advertising. 
Margins have also been affected' by its push to 
convert from paper to electronic distribution 
methods with initiatives such as Elsevier 
Science Ofrect. Page 20 ' 

NZ .set to ciit growth forecast again 

*• . ■ -t — < - The New Zealand gov~ 


i ^ HSSSifif*"'*-- ^nnwnt announces Hs 
u«S SSS®, .. .'•••■ budaet poficy state- 
: J* . ... WedDesday 

7 ~ T - " But continuing polftteaT 
. 4 frit ffisiabjfty in the country 

:z*t 'alSi, r V r \ means .the market is . 

i l * — — . likely to ignore ft. The 

^ •• Statement is usually 

ri " : — published In February 

. f -ti.;.. .! or March, but the gov- 

.'‘.st: V 1998 - .~ D ® C " eminent has rushed ft ■ 

*«*n***wwr, . ; out ahead of time In a 
* c. bid to hold a ton budget early next year- The 
s statement will further cut the government’s fore- 
casts for growth over the next two years. This Is 
; BRely to further drag down the New Zealand 
1 dpttar, one of the worat-hlt currencies among 
the developed economies. Page 30 

*if' Renault expected to win Dacia bid 

Renault could mark a further step In its inter- 

* national expansion when bids dose today for ' 

1^ the purchase of 51 percent of/Dacia, the" 

I n Romanian carmaker, in eastern Europe’s last 
'U big motor industry privatisation. The French . , 

group is the obvious candidate to take control 
r of Dacia, whose range is largely limited, to a 
JTfi Qpdel based on the Renault 12. Page 2t 1 

, Central and eastern Europe look up ! 

• , . a This summer's financial crisis confirmed that 1 
__ .*■ 'filing emerging markets tend to behave like 1 

if objects in a vacuum: they drop at the same rate 
. . „ 'regardless of their differences. It is only since 
.. .■ the markets bounced that their trajectories have 
begun to diverge. The exchanges of central and 
7.T eastern Europe have recovered faster in the 
‘ past two months tiian those in Latin America 
end are now.dnven-to a much-greatShdegree - 
by thenr own fundamentals. Page.22 

Indian summer for convertible bowls 

The convertible and exchangeable bond mar- 
kets are enjoying something of an lndJan sum- 
mer. November witnessed a rush of big, weO- 
received deals from Europewi Gprnpajges- apd_ - 
' : the trend has cpnttiued.#tib;tfHs month; ■Write 0 . 
the US marketis alsoskjfedy coining tacktollfe 
• ~ after an exceptlorta&y quW peri^d ^s^ihetote 
summer. Page 24" - - Tv •: . . ' 

European markets look for rt&pKe 

< European stock markets had sb much to think . 
r- : about last week that Investors could b$ forgiven 
f' fpr wishing llto were a Rttie quteter^TWaweeK’ . : 


1996 . '-Dbc ■ 


law ig 
disputi 


• ‘jpWt provide some respitB, atichivlsg who to 
’■•J' consider whether Thursday’s co-ordinated rate / 
P dut by Europe’s central banks or^t»ri)8g •. 


r. 


\yofTies about a faD in c»fpof^e earnings ^x?uW 
set the tow for martrets. Page Si 

1. fT GUIDE TQ.THE WEEK 

^ full listings Page 4P , 

latuTlessons : ' 

Trskte prospecfe for the Cartobean and’ Central 
America win be reviewed over four days in • 
Miami by to® region’s heads of government, , 
bankers, economists and business leaders, 
starting on Tuesday. They wifi discuss how to 
cope after the Asian economic crisis.. 

CIS SUMMIT 

impending largely on the stala of health of 
Boris Yeltsin, the Russian president, a summit 
meeting of the Commonwealth of Independent . 
States is scheduled for ArMSy; - * 

QUtm)N GOES TO MIDDLE EAST 
Bill Clinton, the US president, travels to the 
J Middle East on Saturday for meetings with 
? Benjamin Netanyahu, the IsraeTi prime ndnister, 
and Yassir Arafat, the Palestiniai leader. 
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UBS puts trade arm up for sale 


By Jeao EsgMnm Id London 

UBS, die Swiss banking group, 
has put its global trade finance 
arm up Bor sale. The operation, 
with a loan book of USIKSbn 
and 600 employees, is one of 
the biggest participants in a 
business bit recently by eco- 
nomic. turmoil in Asia and . 
eastern Europe. 

UBS has earmarked the divi- 
sion for sale following a wide- 
ranging review of Warburg Dil- 
km'Bead. its investment bank- 
ing arm. This was triggered by 
the merger of UBS and Swiss 
Banking Corporation earlier 
this year. UBS, which wants to 


Merged group wants to focus on investment banking 


'position itself as an invest- 
ment bank, concluded that 
trade finance was too dose to 
’mgn tfJy ftHm h ankiwg tn r wnmrin 
within WDR. 

WDB. which refused to put a 
price on tbe business, said it 
had held talks wfth potential 
Udders hi London last week. It 
said: “WDR is exploring a 
range of alternatives.' These 
are still at an early stage.” 

It is understood UBS would 
consider moving the business, 
which specialises in arranging 
and syndicating credit for 


-exports, into a joint venture 
with another bank if it could 
not achieve an outright sale at 
the right price. 

Hans de Gier, WDB chair- 
man and chief executive, said 
in a -memo to employees last 
week that “The global trade 
finance sector is neither part 
of WDU’s core business nor of 
the strategic business plans of 
the rest of tbe UBS group." 

Bui tVin disposal seems cer- 
tain to cause controversy in 
Switzerland, where most of tbe 
GOO employees are based. 


Some trade finance 
operations have come under 
pressure following the melt- 
down in emerging markets 
this autumn. London Forfait- 
ing, for example, which buys 
exporters’ trade debts arid sells 
them on to banks, reported an 
interim pre-tax loss of £L57m 
($4J24m) in September, caused 
mainly by its exposure to Asia, 
Latin America and Russia. 

UBS refused to disclose how 
much of its trade finance loan 
hook is tied up in emerging 
markets. But short-term trade 


finance transactions account 
for about half of all UBS’s 
exposure to emerging markets, 
according to interim results 
last month. 

The WDR website also 
claims the bank is a “major 
participant” in trade finance 
for emerging regions. 

UBS is keen to turn its 
investment banking arm 
around alter WDR ran up a 
loss of SFrl.2bn (SSGOm) in the 
nine months to September 30. 
This was because of problems 
with derivatives and its 
involvement with the Long 
Term Capital Management 
hedge fund. 


$11 BN BID FOR WORLD'S LARGEST MUSIC GROUP EXPECTED TO TRIGGER MORE MERGERS IN SECTOR 


Seagram offer 
for PolvGram 
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gets go-ahead 


By ABce Rawstborn in London 

Son gram the ftanarHart drinks 

and entertainment group, haB 
secured shareholder approval 
to conclude its $10.95bn bid for 
PdlyGrajp, the world’s largest 
music compand- It plans to 
cldse the deal on Thursday. • 

\ It will then start merging 
PolyGxam, wbh* includes U2 , 
\aU Saints and Elton John 
among its artists, into Univer- 
sal Music; Seagram's existing 
music arm. The dramatic 
expansion of Universal, by for 
the smallest of the “big six" 
■multinational music groups, 
threatens to .shake • njp the 
$38bn global music market at a 
time of sluggish sales and ris- 
ing piracy. 

T^e increase in Universal's 
fixM . 

roughly 6 per., ces^ to J24ppr 
pent, may trigger nfere merg. 
ers afarong toe big sfct 
. AfUir . wimrihg control of 


PolyGram, Seagram is expec- 
ted to shad shout 3,000 jobs 
from its 15,500-strong music 
workforce to attain annual 
savings of up to (BOOdl Most of 
the job losses, will be tn 'North 
America; where Universal's 
distribution operation will be 
pooled with PolyGram’s. 

Seagram has already drawn 
up plans to restructure tbe US 
record labels into four groups, 
mostly run by former Univer- 
sal heads. It will have to make 
large pay-offs to departing 
chiefs. Danny Goldberg, head 
of . PolyGram’s Mercury 
Records, for instance, is 
believed to hdve three-and-a- 
half years left on a contract 
wrath $3m-$4m a year. 

The cutbacks should be less 
severe outside North America, 
where" Universes btx^pes^ is. 

Significantly mnal ler. Univer- 
sal’s distribution, currently 
sub-contracted to Bertels- 
mann, will he transferred to 



Afl Sants their record label 


PotyQram’s existing plants.. 

However, Seagram wifi have 
to complete several smaller 
transactions triggered by the 
.^PoJy&aBfcdsaL Ibanust -decide., 
whether to sell the remaining 
assets of PotyGram’s film divi- 
sion, or merge them into Uni- 
versal's film business. Further 


an aim of Seagram, Is set to join with Universal Music 


disposals could include Poly- 
Gram’s minority stakes in the 
Really Useful Group to Lord 
Lloyd Webber, the founder, 
-arto iirl^mdon Becords, which 
is controlled by the family 
trust. of Roger Ames, Poly- 
Gram's worldwide head of 


The complex and costly 
process of integrating Poly- 
Gram comes at a time when 
Universal’s film business is in 
disarray following the depar- 
ture of Frank Biondi, president 
of Seagram's entertainment 
division, and Casey Silver, 
chairman of its movie studio. 


Reuters to 
cut 1.5% 
off financial 
data costs 

By John Sapper hi London 

Reuters, tbe financial data 
group, intends to cut costs by 
1.5 per cent a year in its newly 
formed financial information 
arm as part of an effort to 
raise productivity and 
margins- 

John Parcel!, bead of the 
information division, which 
accounts for 64 per cent of 
Reuters' revenues, said it also 
intended to abandon its policy 
of letting prices drift down in 
real terms. 

Mr Par cell said Reuters did 
not intend to seek substantial 
further growth in its share of 
the global market for financial 
information, but would con- 
centrate on more profitable 
niches. 

“The cumulative effect of 
the measures we are taking 
will be very significant,” he 
said. 

Mr Parcell was speaking for 
the first time since Reuters 
said it would replace its 
regional management struc- 
ture mid divide its operations 
into financial information and 
products for trading foreign 
exchange and equities. 

Reuters shares have under- 
performed the FTSE 100 by 45 
per cent in the past two years 
on fears that it faces competi- 
tion from rivals such as 
Bloomberg, and slower growth 
in its core revenues from 
supplying financial data. 

Mr Parcell said Reuters had 
allowed real prices to drift 
downwards in real terms dur- 
ing the 19006 by deliberately 
not raising them to match 
inflation. But it would now try 
to keep its prices level. 

He said it would also move 
towards a system of upgrading 
the Reuters 3000 terminal - its 
main financial data product - 
once a year. 

The prices for these 
upgrades would be higher, Tiut 
customers would not have to 
take them. 


Komatsu targets US construction machinery market 


Kdnratsu, the .^BpaDMe 
machiuery niaker, is expand- 
ing its North America activi- 
ties by entering an important 
part ; Of the coAstrnction 
machine market there. 

The Japanese group, which 
has been hard hit by the Asian 
economic crisis, plans to sell 
for the first tbae in. the US its 


i/terfhou of tiie back-hoe loader, 
Production of these machines 
is dominated by Caterpillar 
and Case of the US and JCB of 
the UK. 

Back-hoe loaders, which 
have digging and lifting equip- 
ment at the front and back, are 
papular in Europe and tbe US 
but are virtually unknown in 
Japan. They are used where 
flexibility is required, such as 


trench digging. Komatsu is tbe 
wort&’s second biggest maker 
of earth moving equipment 
after CatopiBar. Last month it 
reported its first interim loss, 
owing to a collapse in its mar- 
kets in Asia following a drop 
in building and infrastructure 
development. The Yl.i5bn 
($9.7m) in consolidated losses, 
against profits of Y8J82bn in 
the first half last year, has 


strengthened. Komatsu’s deter- 
mination to expand in Europe 
and the Americas. Last, year 
these regions produced just 15 
per cent of the company's 
Yl JMbn in sales, with most of 
the balance from Asia. 

Growth in the construction 
machine business in Europe 
and the US has been relatively 
robust over the past year. In 
1996, world sales of construc- 


tion equipment came to about 
J76bn. with a quarter of 
demand coming from North 
America, and just over a third 
from Asia. Since then, the 
Asian market has fallen sub- 
stantially. 

Komatsu's back-bo e loaders 
for the US market will all be 
made in an Italian plant, used 
until now to supply the Euro- 
pean market. The plant - 


Komatsu’s worldwide develop- 
ment centre for back-hoe 
machines - is one of three the 
company operates in Europe, 
where it hhs spent some $l70m 
since the mid-1960s. 

Komatsu aims to sell about 
1,000 back-hoe loaders next 
year in the US, compared with 
virtually nothing this year. It 
hopes to win about a tenth of 
the US market 
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Paying for shop therapy 


Will scanebody else out there 

start spending soon? Please? 

These days it sometimes 
feds as though Americans are 
the only spenders left. US 
domestic demand has become 
the antidote to the world’s 
economic malaise. Send us 
your tirai, youx poor and your 
huddled masses, bed above all 
send Os your Hitachis, your . 
Efibachisand your Hyundais. 

. ;Ttie ahouMeffsof the US 
consumer are not broad 
enough to carry" the burden 
indefinitely: The side effects of 
this consumer boom could 
leave ahasty headache when, 
the party is finally over. And . 
that could make the end of the 
bull market, when it cranes, a 
very unpleasant affair. 

' The dangers of tbe US 
consumer boom are outlined in 
a p$per* todfey by Tfoi 
Cohgdon, formerly one of the 
“wise, men* 4 appointed by, the - 
UK Treasury to advise on 
monetary policy." 

“The argument TunstB • 
follows- To help US cohsmners 
soak up some of the world’s 
excess supply of things such as 
television sets, barbecue grills 
and cars, the Federal Reserve 
has cut interest rates furthet 
than it wouldotherwiae titink 
prudent The extra hqiudlty in 

the system has driven share 

prices to high levels, which 
has in turn made consumers .. 
fed wealthy enough to go out. 
-and spend. 

The problems with this shot 
to the arm to the wdrid 
economy are tbe hnbalancesit _ 
creates. Th® US consumer 
hocun is set to send the c urran t- 
account spiraBtogdown, says ; 
Mr Cohgdon* Thi® ywfo- - 


deficit, equivalent to 3 per cent 
of grosa domestic product, may 
be gmaljw than the 3-6 per 
cent of GDP seen to 1987, but 
the last year of the 20th 
century could also bring its 
biggest current account deficit, 
in terms of GDP. 

There is an extra twist to 
this deficit that mafrftw it 
potentially more dangerous 
than 1987. Then, the US was 
still a creditor nation. The 
■ returns it earned on its - 
overseas investments helped 
offset the impact of its trade 
deficit, taking pressure off the 
current account 

These days, the US is a 
debtor. Rather than .. 
investment income flowing to, 
it flows out to the form of debt 
service. As long as there is no 
trade surplus to balance the 
outflow, the debt keeps piling 
up. As Neal Stoss, chief 
economist at Cretflt Suisse 
First Boston in New York, 
says; “It accumulates, and 

-then it c o mpounds, and then it 

gets really big." ; . 

How big is anyone’s guess. 
Bnt extrapolating from current 
trends suggests ^the US win be 
a basket case by the year 2010, 
accorijing to Mr Congdm. Its 
foreign liabilities could by 
then be 50 per cent larger than 
its. foreign assets - the sort of 
sftnattan. found to what he 
wilts “gemtbankrupt 
developing countries”. 

.' Somewhere along the way, 
foreign Investors would have 
bad their fill of dollars and 
1 bond yields would have had to 
rise shandy to keep the money 
flowing to. Also, to balance the 
drato rathe investment 
account, the trade deficit . 


would eventually have to turn 
into a surplus. 

That would mean squashing 
domestic demand, «ftrn t» fhing 
that could only happen by 
damping the wealth effect - . 
and that means lower share 
prices, says Mr Congdon. The 
longer the deficit piles up. the 
bigger the correction needed. 

As predictions about the real 
world go, long-term 
extrapolations are usually of 
little worth. Whatever happens 
over the next I2yeais.it will 
probably not involve an 
endless repetition of what has 
happened to the past IS 
months. But such exercises do 
have their uses to illuminating 
tbe limits of current policy. 

Unfortunately, Alan 
Greenspan has few options at 
the moment That makes last 
week’s European rate cuts a 
welcome relief. Perhaps other 
nations- will eventually help to 
take npsome of the slack. 
Indeed, they might have been 
forced to act sooner if Mr 
Greenspan hadn't been so 
accommodating with US 
monetary policy, says Mr 
Congdon. 

Mr Sosa says: “Right now, 
the. world needs large current 
account deficits to the west to 
support large current account 
surpluses to Asia.” The US 
deficit may weU become the 
next big problem or the one 
after that, he adds, but “the 
woiid is not ready for the US 
l to adopt austerity now”. 

Let the boll market continue 
- only don't think .it will last 
forever. 

* 'Totally Unsustainable 1 , 
Monthly Review. 
imawJombardsLco.uk 


In the cut-throat world of 
corporate finance, it was 
PricewaterhouseCoopers who came 
up with a way to break the labyrinth 
of family trusts and charities that 
effectively control Bilton”. 


ft veniny Standard, llth Nm ‘98 
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ELECTRICITYDEAL WILL CREATE ONE OF WORLD'S BIGGEST MULTI-UTILITIES WORTH ABOUT ET2BN 

Scottish Power/PacifiCorp close to merger 


By Andrew Taylor, 

Utilities Correspondent 

Scottish Power of the UK 
and PaciflCorp of the US 
were last night close to 
agreeing merger terms to 
create one of the world's big- 
gest multi-utilities with a 
combined market capitalisa- 
tion of about £12bn. 

Scottish Power plans to 
Issue US shares, in the form 
of American Depository 
Receipts worth S7bn-$8bn 
C£4-2bn-£4.8bn), to buy Pacifi- 
Corp which bas long-term 


debts or SLStm and nearly 
$600m of outstanding pre- 
ferred stock. 

It would be the first time a 
large UK utility has suc- 
ceeded in concluding a deal 
with a big US power com- 
pany. Scottish Power, sup- 
plies electricity, gas, water 
or telecommunications ser- 
vices to 5m UK homes. Paci- 
flCorp. based in Portland 
Oregon, supplies electricity 
to 1.5m customers in six 
states In the west of the US. 
It also an electricity distribu- 
tion business in Victoria, 


Australia. Although tbe deal 
will be described as a 
merger, Scottish Power will 
be the dominant force. The 
combined business will 
retain the name Scottish 
Power and have Us head- 
quarters in Glasgow. 

Ian Robinson, Scottish 
Power's chief executive, win 
become cbier executive of 
the merged group with Paci- 
flCorp directors jo ining the 
Scottish Power board. 

Any deal will need to be 
approved by each of the US 
state electricity industry reg- 


ulators. It must also over- 
come US national legislation 
and regulations restricting 
foreign and inter-state own- 
ership of electricity compa- 
nies. This could tak e a year. 

British electricity compa- 
nies have found it difficult to 
break into the US power sec- 
tor, which is In the process 
of being liberalised. 

Attempts earlier this year 
by Scottish Power to merge 
with Florida Progress and 
Cinergy, the Ohio based 

energy group, foiled. 

PaciflCorp shares on Fri- 


day rose $l&, or 6.75 per 
cent, valuing the group at 
$6J7bn. 

The US group was 
strongly criticised by share- 
holders after it sold its tele- 
communications Interests to 
buy Energy Group of the UK 
only to be outbid by Texas 
Utilities. Fred Bucfcman, 
PadfiCorp's chief executive, 
was ousted following the 
foiled bid for Energy. 

Keith McKennon, chair- 
man and caretaker chief 
executive of PaciflCorp has 

also been under pressure 


Ill-equipped PacificCorp hands over reins of power 

The US group wanted to become a global force but now it will have to accept the role of junior partner, writes Christopher Parkes 


PaciflCorp did not have to 
wait long. Little more than a 
month after it raised the 
white flag, surrendering its 
ambitions to become a force 
in world electricity markets, 
Scottish Power has ridden to 
the rescue. 

Acceptance of its expected 
$7bn-plus (£4.2bn) bid will 
end the UK group's long 
search for a foothold in the 
US and may mark a reversal 
of the mostly one-way traffic 
of American power compa- 
nies’ buying assets in the 
UK. Australia and else- 
where. 

Other recent signs of a 


turn include last month’s 
Sl.Tbn purchase of 23 power 
stations in north-eastern US 
by Vivendi of France. 

PacifiCorp's International 
adventures ended in April 
after it was run out of the 
bidding for Britain's Energy 
Group by Texas Utilities. Its 
next move was retrench- 
ment. P lans to sell all busi- 
nesses other than its elec- 
tricity operations in the 
west, and Powercor. its Aus- 
tralian distributor, were 
announced in October. 

Its main remaining assets, 
assuming Scottish Power 
continues the disposals, will 


include power plant with 
more than 10,000 megawatts 
of capacity and about 250m 
recoverable tons of coal in 
mines located close to its 
power stations in Wyoming. 
Utah and Washington. It 
supplies power to 1.4m US 
consumers and bas 550,000 
customers in Australia. 

Although its service area 
reaches only into the north- 
ern parts of California, the 
most liberalised market in 
the US, and is focused 
mainly in Utah and Colo- 
rado. it seems well-posi- 
tioned in the fastest-growing 
part of the country. 


But it now appears that it 
was not well-equipped to 
take part in the rush to 
expand overseas led by the 
likes of Duke Energy and 
Enron. Its business experi- 
ence bad been limited 
mainly to small deals, and 
its main operations were in 
sprawling markets compris- 
ing many co mmuni ties. 

Like its larger rivals, Paci- 
flCorp entertained ideas of 
buying into the UK to gain 
experience of operating in. a 
deregulated market in prepa- 
ration for change in the US. 

Now, experience will come 
packaged in the form of Ian 


Robinson, Scottish Power's 
chief executive and his 
board. Over on the east 
coast, Virginia Power chose 
voluntarily this year to 
import the knowledge con- 
sidered necessary in the 
chang in g US mar ket when it 
brought in East Midlands 
Electricity's Norman Askew 
as chief executive. 

When Keith McKennon, 
PacifiCorp’s new chairman, 
unveiled his retrenchment 
strategy in October, he 
admitted the global ambi- 
tions had been misguided. 

“We’ve spent a lot of time 
and money trying to trans- 


form ourselves ... I don't 
think we needed to be trans- 
formed." 

But change is coming 
quickly to US mar kets: even 
though the legal processes 
are still confused in many 
states, assets are changing 
bands at. record pace. Many 
long- time utility executives, 
used only to working in reg- 
ulated markets, are finding 
it difficult to adjust 

Mr McKennon is only one 
of many likely to discover 
tha t transformation might 
be handled more effectively 
by those who bave been 
through the process. 


Investor pressure on Countrywide 


By Jim Kelly 

Countrywide Assured, the 
underperforming financial 
services and estate agency 
group, has come under pres- 
sure from UK Active Value 
Fund, the investor group, to 
split the business into two 
separately quoted compa- 
iiies. 

UK Active, led by Julian 
Treger and' Brian Myerson, 
is understood to have built 
up a stake in Countrywide of 
just over 3 per cent and has 
held talks with board mem- 
bers including Harry Hill, 
chief executive. 

But while Mr Hill is under- 
stood to be considering a 
wide range of options to 
improve Countrywide's .per- 
formance, the board is said 
to be doubtful that -UK 
Active's plan can be exe- 
cuted without damaging its 
growing insurance business. 

UK Active - which sup- 
ports the management team 
- wants one company to 
embrace the 750-branch 
estate-agency chain which 
includes Bairstow Eves. 
John D Wood, and Mann & 
Co. 

The other would concen- 
trate on the growing life 
assurance business - which 
is sold through the estate 
agency chain. The two com- 
panies would Lben be bound' 
together by a cross-market- 
ing agreement. “But split- 



Greenalls close 
to deal on pubs 
with Nomura 


% 



Harry HHfc has been in talks with UK Active 


ting them would sever the 
umbilical cord. If yoa don’t 
sell houses you don't do the 
business. The life business is 
growing but it is still at an 
early stage. Perhaps this is 
something for the future." 
said one analyst. 

In August, Mr HID said the 
company was studying share 
buy-back plans to help 
reverse a sharp under- 
performance in its shares, it 
also wanted to be classified 
as a life assurer or financial 
services group, rather than a 
property company. 


Pre-tax profits fell to 
£18. 9m (£24 .2m) for the six 
months to June after its 
estate agency chain, the 
largest in the UK. fefl into 
the red and it was hit by 
new pensions mis-selling 
provisions and conveyancing 
start-up costs. 

Months of underperform- 
ance culminated in a drop in 
the share price from I37p to 
93' ip at the time of its June 
demerger from Hambros. 
This valued the company at 
£332m and put it on a pro- 
spective multiple of just 


Brendan Con- 

eight times 1998 earnings. 

Underlying profits were 
steady at £21.4m - against 
£208m - as life assurance, 
financial services and sur- 
veying contributions offset 
an £800,000 estate agency 
loss. The previous year had 
been tbe only one of tbe 
1990s to see the agency make 
a profit. 

At that time Mr Hill 
played down suggestions of 
a buy-out as the group's life 
company was not yet produ- 
cing the cash Dow needed to 
service the buy-out debt. 


By David Btackwefl 

Greenalls, the pubs and 
hotels group, is in talks with 
Nomura about the sale of its 
1,400 franchised and ten- 
anted pubs. 

The discussions with the 
Japanese investment bank - 
already the UK’s largest 
landlord - are understood to 
be at. an advanced stage. A 
dead ’ nilght be completed 
ahead of Greenalls annual 
results on Wednesday. 

Neither Greenalls nor 
Nomura would comment on 
the deal. But ft would appear 
set to be the latest move in. 
the consolidation sweeping 
through tbe industry. 

The =Greenalls division, 
consisting of 860 franchised 
and 540 tenanted pubs, was 
! put up for sale a couple of 
months ago, and has been 
valued at up to £400m. But 
the planned disposal was 
thrown into disarray last 
month after the withdrawal 
of two leading bidders - 
Charterhouse Development 
Capital, the venture capital 
business that is part of the 
Charterhouse Investment 
bank, and Punch Taverns. 


the private company that 
bought 1,455 pubs from Bass 
last year. 

Nomura last week put 
most of its pobs into a com- 
pany that will seek a stock 
market quote in three years. 
Its Unique Pub Company is 
the biggest tenanted group 
in the UK, with. 2,600 ten- 
anted pubs and assets of 
£850*0.,... ; ; 

The Japanese bai)k' is also’ 
poised to securitise the ten- 
anted estate of Martson, 
Thompson & Evershed this 
week if the Burton-based 
brewer’s shareholders give 
the go-ahead on Wednesday. 
However, rival brewer Wol- 
verhampton & Dudley will 
withdraw -its £267fca.bid for 
Marston if the securlUsatioh 
goes ahead. 

Greenalls, which in Sep- 
tember warned of a poor 
summer, is expected to 
announce annual profits of 
about . £158m (£138m) on 
Wednesday. The disposal of 
the tenanted inns would 
allow the group to repay 
some debt and increase 
investment in its hotel and 
health dub interests. Gear- 
ing is about 60 per cent 


Latest chapter in Reed’s history does not make happy reading 


The Anglo/Dutch publisher has not had the best of years, says John Gapper 


T he Labour party's theme 
song at the general elec- 
tion in 1997 was “Things 
Can Only Get Better". That 
adage docs not seem to apply 
to Reed Elsevier's publishing 
operations. 

After the collapse of its 
planned merger with the 
Dutch publisher Wolters 
Kluwor earlier this year, and 
problems with Its Reed 
Travel division, the Anglo 
Dutch combine last week 
shocked analysts with a 
profits warning. 

“We thought the worst 
message had already been 
delivered, so this is quite a 
surprise. It seems like every- 
thing across the board Is 
having problems, with one 
or two exceptions." says Meg 
Gel dens, a Merrill Lynch 
analyst. 

Mark Armour. Reed Elsev- 
ier’s finance director, argues 
that it is a matter or degree 
rather than the emergence of 
a new factor. "We pointed to 
these factors in the Interims, 


but since then conditions 
have weakened." he says. 

There was a litany of diffi- 
culties in Reed Elsevier’s 
statement, covering every- 
thing from exhibitions in 
Asia, to non- renewal of sub- 
scription to its science publi- 
cations. to UK business 
advertising. 

Indeed, Wolters KEuwer 
may be breathing a sigh of 
relief over the fact that the 
merger collapsed. Its shares 
have outperformed those of 
Elsevier - the Dutch half of 
(he combined group - this 
year. 

One reason far that is Wot- 
ters Kluwer's strengths are 
in European legal publish- 
ing. and it does not have 
exposure to Reed Elsevier's 
more troubled markets - 
notably business and scien- 
tific publishing across the 
world. 

Yet Reed Elsevier's prob- 
lems also throw some doubt 

on tbe rationale for the 
group's move into “must- 


have information," leaving 
behind its consumer publish- 
ing roots in operations such 
as IPC. its former magazines 
arm. 

It now seems there is a 
limit to the obbgations even 
on university librarians to 
take its information. Tbe 
company admits economic 
problems in Asia bave been 
so severe that subscription 
renewals have fallen. 

The operational difficulties 
detailed in the statement fall 
into two categories. 

First. Reed Elsevier is fee- 
ing revenue pressures across 
the world. Asian difficulties 
have caused problems in its 
business exhibitions arm, 
because companies are less 
willing either to take space 
at exhibitions or send execu- 
tives. 

At the same time, recruit- 
ment and display advertising 
for its business magazines 
has weakened in both the 
UK and US. and its US legal 
information operations are 


facing stronger competition 
from Thomson, the Cana- 
dian group. 

Second, its margins have 
been affected by its posh to 
convert from paper to elec- 
tronic distribution with ini- 
tiatives such as Elsevier Sci- 
ence Direct. This is 
continuing to weigh down 
operating results. 

“We set out our stall on 
electronic distribution a cou- 
ple or years ago. and we 
have been articulating the 
investment for some time. 
But we are now mnlring it at 
a time of weakening in the 
global environment," says 
Mr Armour. 

To this extent, the story is 
clear. But one unknown 
issue is the extent to which 
Reed Elsevier has been 
affected by its search for a 
new chief executive, who it 
wants to focus more on 
operations than acquisitions. 

Mr Armour says this is not 
a factor. "I think the man- 
agement is very well 


Reed International 
Share price (peace) 


' Merger wflh 
Waters Khmer 
called off 


£20bn merger vtth 
Waters Kkmer 


focused, and the search [for 
a new chief executive] is pro- 
ceeding at the pace that we 
anticipated. These things 
take time," he says. 

Still, the prolonged uncer- 
tainty that has hung over 
Reed since the failure of the 
Wolters Kluwer merger can 
hardly have helped. Heads of 
operating divisions could 


profits warning - 


also be waiting to see what 
policies a new chief execu- 
tive impl ements. 

In all. these are hardly 
easy times for Reed Elsevier, 
and the new chief executive 
may want to go Anther than 
maki ng existing operations 
perform better. However, 
things could well get worse 
first 


Amendment 



EUROPEAN INVESTMENT BANK 

YEN 35,000,000,000 Floating Rate Notes due May, 2008 

Id accordance with the provuiMis of the N'ote\. notice is hereby 
given si ration's: 

* Inwrfc-l period; Navemter M. W9S to Ma\ :x. I*W9 

■ Interest payment dale: May 28, I9W t [79 days) 

• Interest rate; IKr per annum 

Agent Bank 

BANQUE INTERNATIONALE BUtt 
A LUXEMBOURG UUS/ 


Lehmans Brothers 
Holdings PLC 

ITL 1 50,000.000,000 
Floating Rate Notes due 2001 

NOTICE IS HEREBY GIVEN that for tbe [merest Period 7th December. 
1998 to 5th March. 1999 the Rare of (merest has been fixed at 
4.025" u per annum. The interest accruing for such throe month 
period will be ITL 49.194 per ITL 5.000.000 Note and ITL 491.944 
per ITL 50.000.000 Note against presentation of coupon No. 9. 

The First National 
Bank of Chicago 

Agent Bank 


THE ST. LAWRENCE AND OTTAWA 
' RAILWAY COMPANY 
4% FIRST MORTGAGE BONDS DUE 2880 
(BEARER FORM) 

Ml Inquiries concerning payment of the December 
15, 1998 interest coupon for the bearer form 4% 
First Mortgage Bonds due 2880 should be mailed 
or delivered to the following address: 

Computefsharo Services Plc 
Corporate & institutional Banking 
5-10 Great Tower Street 
London EC3P 3HX 

Office of the Secretary 

The SL Lawrence and Ottawa Railway Company 
November 26, 1998 


COM MENT 

Marston 


from shareholders to gener- 
ate, shareholder value by 
ag reeing a merger or take- 
over by another company. 

Scottish Power had identi- 
fied a US acquisition as can* 
tral to Its expansion plans. 
The company that bought 
Manweb, the Merseyside and 
north Wales power supplier, 
for £l.lbh. in 1995 and 
Southern Water for £1.7bn 
in 1996 would face serious 
regulatory and competition 
hurdles if it wanted to 
expand in the UK through 
acquisitions. 


is-sffK sssa - 

bid from Wolverhampton & . : 

Dudley. But at less than 12 ioQEB&_-j&r 
times last year’s earnings. lfir\ .1 

they understandably would w — lap- V + 

Iike a top-up. The trouble is g) - ■ !. 

they must vote on .the tar \| « j 

get's main line of defence - 70 — afaiO ■ 

to securitise its tenanted 

pubs -on Wednesday. If they ' 

approver If is i*>w dear flat. ; JSSJ"*" ■ 

W&D will drop out. If they 40| , . 

demur, the neutering of Mar- -W-: 9B 

ston’s management M ■ ' . / • ; * . 

reduce tbe prospect of the bid sm*u*mM* 

being raised. The combatants 

hav? radically different strategies. W&D believes in inte- 
grated brewing and pub -ownership. Marston is not so keen 
ST traditional pub ownership, preferring to mvest m 
branded bars - notably the Pitcher & Plano chain, W&D has 
in being able to offer at taut Uta 
savings from combining similar portfolios. Marstons strat- 
egy, bora, out of a small- part of its portfolio, will bear fruit 
only later and carries more risk. 1 • 

The bottom line Is that shareholders want more for Marl 
stML W&D’s promised savings, taxed and put on a multiple's 
of eight, are worth about £50m after costs. Little more than l 
half that would increase the offer by 10 per cent. 

Investors confident of getting that should have no problem 
voting “No" on Wednesday. W&D has done well to play 
hardball with Marston’s management: it should now play a 
little softball with investors. 

British Aerospace/Dasa 

A British Aerospace/Dasa merger remains the likeliest out- 
come of this round of European defence consolidation. But 
several obstacles to the Anglo-German combination still 
need to be resolved. If Dasa's owner. DaimlerChrylser. ends 
up with about 35 per cent of the merged company, might it 
have to make a tender offer for the rest of the shares? And 
will the German government really accept the company 
being run by BAe's management team? 

Furthermore, questions of tax and domicile are still trou- 
blesome. And to cap things off. France's Aerospatiale is still 
self-destruciively threatening to bold Airbus' restructuring 
to ransom unless BAe/Dasa accord it equal economic power 
in the new Airbus. 

No wonder the General Electric Company is so fastidi- 
ously keeping all its options open. 


NEWS DIGEST 


ELECTRICITY 


National Grid makes US 
link for Brazilian deal 

National Grid, which owns the English and Welsh high 
' voltage electricity transmission network, and Sprint the US 
' telecommunications company are considering spending 
more than $1bn (£600m) to develop a new national tele- 
coms network in Brazil. 

The Brazilian government has asked companies to bid 
for a national licence and four regional licences to expand 
the country's teJecomunlcations system which currently 
has only 10 telephone lines for every 100 people. National 
Grid and Sprint are thought to be each prepared to invest 
ElOOm of equity over several years in the joint venture 
which would bid -for the new national licence. The winner 
would be expected 'to compete with the privatised Brazil- 
ian telecommunications operator Telebras. National Grid 
and Sprint may invite local investors to join the consortium 
if it is successful. National Grid has a 74 per cent stake in 
Energis, the UK telecommunications company which It 
developed by stringing almost 6.000km of fibre optic cable 
largely along Its national power pylon network. Its Energis 
stake is estimated to be worth more than £2 bn. 

David Jones, chief executive, has said that National Grid 
was interested in developing similar Energis style 
operations In other countries, it has a memorandum of 
understanding with EJectrobras, Brazil's state-owned 
power company, to investigate' possible new electricity 
transmission schemes in the country. Another possibility 
would be to piggy-back an Energis style fibre-optic tele- 
communications system onto the Electro bras transmission 
network. 

National Grid said there was “more value" Vo come from 
Energis in the UK. Once that had been achieved it would 
be prepared to sell its stake “within three to five years”. 

The company, which saw pre-tax profits dip to £220.9m 
(£225 .2m) during the six months to September 30, has 
also expressed an interest in buying a 51 per cent stake in 
National Air Traffic Services, the air traffic control arm of 
the Civil Aviation Authority, and would also like to buy a 
US transmission business, expected to cost not less than 
£1bn, by the end of next March. Andrew Taylor 

PHARMACEUTICALS ^ 

SB seeks drug approval 

^ app,ied for European meeting 
approval for Avandia, its new diabetes dreg. 

Anah«tssay Avandia. which has been tested on 4,000 
patients with type II (adult onset) diabetes, is potentially 
??'V tevefopment pipeline; more than 
100m people worldwide have type II diabetes and the 
number is expected to double over the next 15 years. 

SUPPORT SERVICES 

Planit makes £6m US buy 

'computer software company, is buying 

products *0*2 [far uM? 

P ^ Ctng ** 8 - 33m new ordinary shares at 
undervmtte " by Beeson GregSry, to raise 

Wl!l W fir «nce thebuy. The bal- 
ance will come from the company’s own resources. 
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COMPANIES FINANCE 


. TELECOMMUN ICATIONS PRICE CUTS WILL REDUCE REVENUES THOUGH VOLUMES MAT RISE 
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By Graham fiowfey in Rrankftat 

Deep reductions In telephone 
charges at Deutsche Tele- 
kom. Europe's biggest tele-' 
communications group. wJD 
cut . revenues by 
DM5bn-DM6hn <$3bn-$3.6bn) 
but. cobid . be -compensated 
for by higher volumes, 
according to Ron Sommer, 
the chief executive. 

The German group would 
prearahesd. with longstand- 
ing plans to cut a further 
20,000 jobs from its work- 
force by 2000, Mr Sommer 
said. He signalled that the 
company would consider 
acquisitions cor mergers with 

other telecommunications 


• • This follows recent bouts 
of ' consolidation in other ' 
areas <rf German industry r 
including the merge of the 
-Pharmaceuticals group 
Hoechst with Rhdne-Pbuleic 
of France and the takeover 
of Bankers Trust of the DS ' 
by Deutsche Bank. Mr Som- 
mer said Deutsche Telekom 
wanted to become a global 
player." .-. • 

• "In ohler' to become a 
global player, we are hot rul- 
ing out acquisitions or merg- 
ers with other ” companies." 
Mr So mmer said hi an inter- 
view in yesterday's Bfld am . 
. Sormtag newspaper. 

Telekom unveiled, price 
cuts cf up to 63 per cen t last 
month in retaliation against - 
an attack by new compett- 
tors on the Tnm-fr pf dare of 


the partially /privatised 
.company. 

Mr Samoaer "Statisti- 
cally speaking the pride cuts 
win cost us .DMSta^DMBbn. 
bat- we hope hi be able to 
offset it as much as possible 
through a rise fn volume and 
cost cuts." ' ' . . ; 

- The price reductions are 
due to come Into effect new 
month, -once they -' are 
approved by German regula- 
tory authorities. ' 

to. 1905, 'Telekom 
announced plans to cut its 
workforce to about 17CU)00 
hyaooa 

The group has already 
reduced jobs by some 40.000 
but Is to make a further 
20,000 reductions by 2000. At 
present it baa a wor k force of 
about 190,000. 


Deutsche Telekom is. 74 
percent owned by the Ger- 
man state. It was plunged 
into controversy last month 
by clafuK that jt W8S bring 
protected from outside com- 
petition by the government 
' The economics ministry 
triggered protests after it 
shelved decisions expected 
to reduce the prices Telekom 
could charge competitors for 
access to some parts of .its 
network. . 

. Telekom said that prefer- 
ential Interconnection 
.charges for its rivals gave an 
n nfri r advantage to competi- 
tors with htae infrastructure 
of their own. The govern- 
ment had raised concerns 
about the impact of price 
competition on investment 
spending. 
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augurs well for 
his other business interests 

Politics aside, the deal with the Bouygues brothers has a number of potential benefits 

By David Owen In Parts '•! ' ’' secure' him 'favourable TV 
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i Grid makes IIS 
Brazilian deal 


You do not have to be a total 
cynic to sense that politics 
‘ may have entered Francois 
Pinault’s thinking last week 
while negotiating a share- 
, holders' pact between 
I . Artemis, Ms family hnkHng 
. company, and Martin and 
1 Olivier Bouygues. 

The agreement, sealed on 
Friday, covers the combined 
.'* 3a5 per emit stake in Bouy- 
gues, one of France's pre- 

* mier industrial empires, 
held by Artemis and SCDM, 
the Bouygues brothers’ 
vehicle. 

It came less than a week 
H after, the . secretive financier, 
■* who is generally reckoned 
to he France's richest 
man, moved unexpectedly to 
centre-stage in the battle for 
control of the family-run 
construction, TV and tele- 
communications group, by- 
buying 12.8 per cent' of its 
capital from Vincent BoDord, 
his fellow Breton. 

One of the Bouygues 
group’s choicest assets, is its 
39 Jaer leant stake TFI, 

* France# main “genefcaiist^ 
television channel 'with a X> 
per" cent share pf the 
national audience. 

' Mr Pinault would be doing 
a bjg favour to his friend 
Jacques. Chirac,. France’s 
Gaullist president, ifhe wcrel_ 


coverage in the presidential 
campaign that nearly every- 
one expects Mm to mount in 
2002. 

It has not passed 'unno- 
ticed in this regard that the 
new pact has a three-year 
. t erm that is. to say until 


group's ambitious strategy, 
the Individual . opera-, 
ting ; units are widely 
acknowledged to have 
high-calibre staff and be 
technically at -the fore- 
front of . their respective 
industries. - ... 

The core construction 


One can imagine it doing no harm 
to other Pinauft interests for 
Artemis to have Its ear close , 
to the ground at TFI and France's 
third mobile telephone network - 


December 2001. ~ 

But it would be naive to 
tbfnk that a. businessman of 
Mr Pinault’s shrewdness and 
standing - would invest 
FFr&8bn ($676n0 on Mr Bol- 
lorfe'a Bouygues shares with- 
out' what he perceived, as 
sound business reasons fpr 


baseness, furthermore, looks 
ripe for- an upturn after a 
difficult period. ' 

Nor is it difficult to think 
of longer-term strategic rea- 
sons why Mr Pinault might 
be interested in 'Bouygues's 

i-nmruimjirflfi ryp»f' bnlrifng R 

Many of Ms other interests 
- whether the 42.6 per cent- 


XI 


doing so. 

' hi Sheer financial terms.; owned Ptfiault-Printimpe-Re- 
toe^sfr: fori, Mr Pinault, .derate wtefi moprop or Chris-, 
'seebis Krpit ed- analysts have' tie's^me auctioneer. or the 
estimated ’the fair vahie of Slade Remiafc f^ptballclnb, 
Bouygues at about FFrl^jO which is currently third in 
a ^are, comfortably. above . the JFtench first tfivision - 
the YFi%i6& Artemis paid. are', In. busfiaessfes - which 

Moreover,; -in spjt 9 . of must-be gaugiiighow the 

___ ... ___ stTC^^ci^EaiS!n;hy jfc'Bol- Mt^artiye/^jBCtronScs revo- 

in a position to help to . Wre^ ifod i cfihfcr^ A toe " . going 

i 


to . • change their 
e nviro nment. 

PPR this year launched a 
massmarket t»Twphm>p com- 
pany designed to offer low- 
price calls and a range of 
related services. ! 

- One can imagine it doing 
no harm to these other Pin- 
anil in terest s for Artemis to 
have its ear dose to the 
ground at TFI and Fiance’s 
third mrihiia net- 

work. 

This mi ght in part ggpfafo 
why Mr Pinauifs entourage 
was emphashdng last week 
that he thought telecommu- 
nications was a. good busi- 
ness and that he had the 
same “strategic vision" as 
Martin and Olivier Bouy- 
gues. 

Mr BoHoris, for his pari, 
argued that the telecoms 
business should be sold, on 
the grounds that the com- 
pany had insufficient capi ta l 
to develop all its activities at 
once. ' 

Serge Weinbeig, ch airman 
of PPR, and FranpoisHenri 
Pinault, son of Francois and 
chairman of Fnac, -another 
feMiter, are'amon^tiie t£ree 
Pinault' directors earmarked 
to sit on the Bouygues 
hoard. 

Politics, in short, may 
have impinged on Mr Pin- 
ault’s thinking; but it does 
not explain why he made , his 
move. . . . ' 
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The Dacia 1310, which retails in Romania for the equivalent of about $3JOQ 
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The French vehicle. maker is the obvious candidate to buy 51% of Dacia, whose range 
is largely limited to a model based on the former Renault 12, writes Haig Shnonian 

R enkult could mark a fur- 
ther step in its tatemar. 
tional expansion when 
final bids close today for the 
r> purchase of 51 per "cOnt. of 
Darn, the Romanian .car- 
maker, in eastern 'Europe's 
last big motor industry pri- 
vatisation. 1 

No details of the offer by. 
the French group, which' 
helped to launch Dacia in 
1 1968, have emerged. How- 
ever, Renault which wants 
to use Dacia to -develop a 
second, budget brand, is 
Fji. believed to have proposed an 
iff" attractive mixture of. cash 
and technical know-how to 
develop the group. 

- State-controlled Dacia is 
one of the biggest manufac- 
tures of vehicles in the for- 
mer Communist bloc outside 
Russia. Output this year 
'' should rise by about 6 per 
cent to a record 106,000 
units, 'says Constantin Stroe, 

general manager. The com- 
pany ha* managed to remain 
profitable, in spite of collaps- 

- ing exports and weak domes- 
tic demand, he says. 

Mr Stroe. who h as b ean 
with tiie company from its 
*•' beginning , says Dacia should 
* ? make about $5m-¥&m this 
year, compared with $Tm in 
1997. That Is a considerable 
achievement for an over- 
manned and inefficient, car- 
- ' maker whose range is 
. largely limited to a 30-year- 
old model sold at. rock- 
bottom prices in a country 

facing economic difficulties. 

Dacia's most popular car- is 
y} its 1310 - the former Renault 
§£ 12. About &5 per cent of this 
f t year’s output will be sold in 
1 Romania, where the cars 
- ! retail for the equivalent of 
i about $3^00. Such low prices 
1 have helped to maintain 
1 sales, in spite of the betea- 
| guered economy, but ; the 
. ageing product range ana 
i lower exports have con- 
vinced the co mp an y that its 
future depends on working 
with another car-maker. 

“We are profitable, but the 
margin ' is very small.” says 


Mr Stroe. "We have- sacri- 
ficed margins to protect our 
market sh$re. It’s a difficult 
jaolicy to. follow - like tight- 
rope-walking.’’ 

Dacia had nearly 87 per 
cent of the domestic market 
last year. Although sales 
have fallen since because of 
rising competition and, ontil 
recently, plentiful' cheap 
used-car imports, it- still 
retains -more' than per 
cent Its dilemma, is that . its 
profits are insufficient- to 
develop new models or 
replace decrepit machinery. 

"Based on the way Dacia 
has kept giing for the past 
nine years, we reckon we 
can' only survive another 
four. We slmpiy. aren’t mak- 
ing enough money to invest 

in a real new product," says 
Mr Stroe- But while, the com- 
pany recognises it needs a 
partner to survive, potential 
acquirers have- had mixed 
feelings. Mr Stroe eays yarl- 

ous leading car-makershave 
e xamin ed - the group and 
reqrogtsd the. government’s 
privatisation documents. 

Nbst, however, have been 
ptrt off by toe tomly 
difficulty of . revitalising 
Dacia - in spite of its resil- 
ience so for. “We need tocolr 
labozate witb a jnestigiouk 
partner. But while thatfl 
easy to say, we- know it’s, 
hard to do,' says Mr Stroe. 

. .-•••■ 
'• ’ \ 


" The main disincentive is 
Dacia's workforce. It had 
'28,000 workers last year. - 
about three tones the num- 
ber Renault itself heeded to 
bund ahho6t as many cars at 
its Mg Turkish subsidiary. . 

Tindxhg alternative uses 
for surplus workers - and 
agreeing with the au t ho r i ties 
on how to - finance the 
restructuring - has been one 
of . the biggest disincentives 
for potential buyers. ; 

M r Stroe says Dacia’s 
managers and unions 
accept that jobs will 
have to go. He signer that it 
has already become more 
efficient; in IS88 Dacia had 7 

pm cent more-woricera. but 
built 21,000: fewer cars. In the 
past nine years, output bas 
dimbed from 288 cars. a day 
on a six-day week to 453 a 
day on -a five-day week- ' ■ 
"T realise we canT . retain 
28,000 jobs. But we have a 
reasonable trade . .union 
whili' appreciates the Situa- 
tion," says Mr Stroe. ” ■ 
Hiring has been fromn and 
Mr Stroe «ees- scope for cuts 
through attrition, ‘□rare may 
also be potential to expand 
the • car ^parts' industry 
around Dacia’s base at 
Pftesti, UOkm -.north of Buc- 
harest Tm sure the social 
problems, won't block a solu- 
tion, " he-s*a».;-.^.,- 


That could make the com- 
pany quite attractive to the 
right buyer. Most observers 
• see Renault as the obvious 
candidate because of its 
links with Dacia and its 
interest in developing a tow- 
er-priced brand. 

Dacia would provide a sub- 
stantial production base, 
with trained workers and a 
. big domestic market 

Moreover, monthly wage 
rates of about *160 before tax 
in the motor industry mean 
Romania even undercuts 
.. Poland, the Czech Republic 
and . central and eastern 
Europe’s other car-making 
countries when it comes to 
labour costs. And after 80 
years In business, Dacia >»«« 
a tag, customer base, creat- 
ing strong demand for spare 
parts and, possibly, goodwill 
for new products. 

'-Renault to. playing its 

- cards close to Its chest Exec- 
ntives in Paris admit their 
interest, but -stress, the time 
and money; required to 
restructure Daria. ' 

' While the company could 
Boldier on with its existing 
'bars for a while, the real 

- challenge will be to develop 
a newrear still cheap enough 
for buyers in the region. So 
white tlm Ranch seem the 
obvious owners, there will 
be some hard bargaining 
before- any deal is. dona. 
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' This announcement appears as a matter of record only 


August 1998 




US$ 197,900,000 

Senior Acquisition Facilities 

LMS Holdings GmbH . 

A Schroder Ventures portfolio company 


Lead Arranger 

Warburg Dillon Read 

Co-Arranger 

SG Investment Banking 


Lead Managers 

ABN AMRO Bank (Deutschland) AG 
Bank of Scotland 
Commerzbank Aktiengesellschaft 
Metropolitan Life Insurance Company 

Managers 

Banca Monte dei Paschi di Siena S.pA, 

FtanUon BraKti 

The Industrial Bank of japan (Germany) 


Bank of America 

Union Europeenne de CIC 

De Nationale Investenngsbank N.V., ivuvn Pi.mtii 

Rabobank international, ridTikllli' (•I'lTidi 


Bank of Ireland, iu*n 
The 5umitomo Bank, limited 


Warburg Dillon Read 




This announcement appears as a matter of record only 


November 1998 



US$ 90,000,000 

Senior Subordinated Debt Issue 
due 2008 

Private Placement 

Leica Microsystems International 
Holdings GmbH 

A Schroder Ventures portfolio company 


Warburg Dillon Read 
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COMPANIES & FINANCE 

EMERGING MARKETS 'HUNGARY AND POLAND IN PARTICULAR OFFER GOOD INVESTMENT ENVIRONMENT 

Central and eastern Europe look up 


By Mteftaei Peal 

This summer's financial 
crisis confirmed that failing 

emerging markets tend to 
behave like objects in a vac* 
uum: they drop at the same 
rate regardless of their dif- 
fering characteristics. 

It is only since the mar- 
kets bounced that their tra- 
jectories have begun to 
diverge. The latest figures 
show that the exchanges of 
central and eastern Europe 

have recovered faster in the 
past two months than their 
counterparts in Latin Amer- 
ica. 

The data support the gen- 
erally positive sentiments 
that investment strategists 
express about European 
emerging markets. "Eastern 
Europe is a very strong 
investment In terms of the 
macro-economic policies that 
are adopted there," says Mat- 
thew Merritt, global emerg- 
ing markets strategist at 
ING Barings. 

The Barings emerging 
market indices show that 
European emerging markets, 
excluding Russia, have risen 
15 per cent in the past two 
months, compared with a 
12.7 per cent increase in the 
Latin American composite 
index. The fortunes of the 
two set 5 of bourses have 
now become decoupled, says 
Mr Merritt, meaning that the 
European markets are 
driven to a much greater 
degree by their own funda- 
mentals. 


There are signs, too, that 
some of the states have tack- 
led successfully the kind of 
corruption and excess 
bureaucracy that deters 
overseas investors from dab- 
bling In emerging markets. 
“We have never had to pay 
off anybody," says Peter 
R6na, chairman of Rona & 
Co, which runs a Hungarian 
private equity fund. "There 
were occasions where we 
were given what we thought 
was a hint. We chose not to 
hear the hint and nothing 
very bad happened.’' 

There is, of course, consid- 
erable variation between 
conditions in individual 

countries. The states of cen- 
tral and eastern Europe are 
so diverse ethnically, lin- 
guistically and culturally 
that it makes little sense to 
consider the area's stock 
markets as a single entity. 

Poland. Hungary and the 
Czech Republic dominate in 
terms of market stze. At the 
end of September, they had a 
combined capitalisation of 
about $30bn, compared with 
about $3bn for Slovenia, the 
fourth biggest bourse. 

There is an even greater 
disparity in volumes traded. 
In the three months to Sep- 
tember 10, Poland and Hun- 
gary each turned over about 
$30m a day, compared with 
Si5m for the Czech Republic 
and well under $Sm for Slo- 
vakia. the next most active. 

In common with other 
observers, Mr Rbna says 
Poland and Hungary stand 
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out as offering undervalued 

companies and a good envi- 
ronment for investment 
Companies are rated on 
forward multiples of 7.5 In 
Poland and 89 in Hungary, 
compared with 12 in Latin 
America and 13.8 . In Asia 
excluding Japan. Consensus 
analysts' profit predictions 
seem to more than justify 
Hungary's premium to its 
central European counter- 
part. Earnings for listed 
Hungarian companies are 
forecast to rise more than 60 
per cent in the 12 months to 
October next year - more 
than six times the growth 
rate predicted for Poland 
That superiority reflects in 
part the higher standards 
observed by Hungarian com- 
panies, says James Graham- 
Maw, global portfolio man- 
ager for Foreign & Colonial 
Emerging Markets. “The dis- 
closure Is as good as it is in 


France," he says. “We intend 
to reward the country [Hun- 
gary] with a higher rating 
than its index will give it" 

The Hungarian market 
In clu de s a significant num- 
ber of companies that rely 
on technological innovation. 
Examples include Craphi- 
soft. a computer software 
company, and Colouryte, 
which has devised a tech- 
nique for diagnosing colour 
blindness. 

Mr Rdna says technology- 
based businesses have bene- 
fited from the return to Hun- 
gary of members of the coun- 
try’s vast diaspora. "There 
are tens of thousands with 
western university degrees,” 
he says. “This is a phenome- 
nal resource." 

His confidence is reflected 
by Merrill Lynch, which 
recently raised its rating for 
Hungary from “neutral’’ to 
“outperform", to take 


account of the strong poten- 
tial for earnings growth. It 
said the revision was also 
based on a belief that Hun- 
gary had good prospects for 
economic convergence with 
western Europe. 

The economic outlook for 
Poland is less clear. The 
exchange’s index fell 
3-3 per cent last week alter a 
series of poor company 
results added to concerns 
about the level of interest 
rates. 

Credit Suisse First Boston 
says that rate cuts are 
needed to counter industrial 
stagnation and a "disas- 
trous” drop in exports over 

the last two months. "The 
possibility of an interest rate 
cut in December should limit , 
further losses,” it says- “But 
a medium-term rally Is ' 
unlikely." | 

The company takes a more 
positive longterm view. It 
foresees a "buying opportu- 
nity” in central and eastern 
Europe In January as inves- 
tors with high levels of cash 
return to the market 

That a s sessment is in tune 
with the widely held opinion 
that the exchanges were 
dragged down too far over 
the summer as a result of 
generally negative investor 
sentiment towards emerging 
markets. “A lot of huge 
funds and quite sober local 
investors have gone out of 
the market" says Mr Gra- 
ham-Maw. "But I think con- 
vergence' is much more pow- 
erful than that" 


Milan SE 
to form 
alliance 

By Paid Betts in Mian 

Italy’s privatised stock 
exchange is set to complete 
before Christmas the first 
step in its European alliance 
strategy by linking up with 
Paris and Madrid In the com- 
petitive fixed-income futures 
derivatives market 

The Milan Borsa is expec- 
ted to anno unce a partner- 
ship between its MIF fixed- 
income futures exchange 
and the French Matif and 
Spam’s Melt 

The partnership is expec- 
ted initially to involve a new 
Euribor future contract 
based on the euro interbank 
rate. It is also likely to be . 
extended to the Chicago Mer- 
can tile Exchange, which I 
already has an agreement 
with the Finench Matif on its 
Glabex electronic platform. 

Mr Stefano Freda, chair- 
man of the Italian stock 
exchange, said last month 
that Milan was leaning 
towards an agreement in the 
derivatives field involving 
not only other European 
exchanges but also the US. 

The Milan Borsa’s decision 
is a blow for the German- 
Suisse Eurex exchange, 
which has been attempting 
to set up a pan-European 
electronic market for deriva- 
tives. However, Milan has 
been unhappy with Eurex’s 
attempt to impose its elec- 
tronic system on its poten- 
tial allies. 


, ne ws digest 

professiona l services 

KPMG forms link with ■ 
Body Shop on reporting 

KPMG, the Big Five professional services firtp. wtt'tMtap ‘ 
announce an innovative linR-up=with The Body. Shopi.toe 
cosmetics retailer; to help meet demand from compares 
for advice on saSaV.ethteaL and em^ment^report^ 

The four-year deal wifr see the retailer spin off ns audit - 
team to KPMG in:the UIC as part of o stakeholder report- 
ing network consulting on corporate Issues In 14 ranges, 
In return KPMG will meet toe retailer’s globaJnorhflnMdal 
audit needs. The deal is a high-profile coup for KPMG ar a 
time when most Big Five firms are struggling to meet . 
demand from cfients under pressure from a wide range of 
stakeholders - Including governments, fond managers. ;• 
and campaign groups. :. 

“In five years’ time it will be -seen as second-rate bus>-, 
ness practice not to publish information bo social snd , 
environmental performance," said Anita Roddick, founder 
and joint chairman of Body Shop International. 

She said Ignoring such Issues could be disastrous and 
that company reputations could be destroyed In “a nano - 
second" if they transgressed standards on the treatment of 
the environment, suppliers, and other stakeholders. 

David Wheeler, head of social audit at Body Shop, wffl 
move to KPMG to lead its sodal auditing service within a 

new group - Sustainability Advisory Services (SAS). This 
win offer advice, on risk assessment, supply chain manage- 
ment, social and green reporting, and help in building links 
with stakeholders^ ; 

KPMG ’a UK senior partner Mike Rake sard: -“The UK , 
government has already indicated that environmental 
auditing is an area for companies to address." He said toe 
deal gave KPMG ah alliance with a world leader in social 
auditing. Estimates of toe potential market vary wildly, but 
KPMG values fee income at £20m a year within three __ 
years in toe UK alone. Several governments are putting. / 
pressure on companies to improve environmental and - 
social policy. The UK has threatened to legislate unless 
the quality of green reporting improves. Jim Kelly • 

GERMAN SHARE BUY-BACKS 
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You want 



for your DM Pfandbriefe. 

Its easy to see why there is growing interest in German Pfandbriefe, Germany’s 
largest bond market with some DM 1.8 trillion outstanding. First there is safety. 
Thanks to the stringent legal framework of the Mortgage Bank Act, Pfandbriefe 
have an unsurpassed record for safety. Second, Pfandbriefe usually offer a yield 
pick-up over Bunds. As for liquidity, the emergence of the Jumbo Pfandbrief 
market - with total issuance exceeding more than DM 380 billion since 
mid-1995 — has spearheaded the liquidity and transparency of the Pfandbrief 
market as a whole, offering numerous opportunities for spread trading. For Jumbo 
issues (DM 1 billion or more), at least three market-makers pledge to quote tight 
spreads on amounts up to DM 25 million. For traditional Pfandbriefe, issuers 
actively maintain a secondary market. Trading and transparency are enhanced 
by the PEX Index for traditional and the JEX Index for Jumbos. The Jumbo 
Pfandbrief future offers market participants efficient hedging possibilities. 

For further information about German Pfandbriefe, please contact the Association 
of German Mortgage Banks fVDH) in Bonn, Germany, Fax (449-228) 95902 44. 
E-mail: vdh@hypverband.de 



The German Pfandbrief 

Solid from the ground up 




GERMANY'S 
MORTGAGE BANKS 


HYPOVEREINSBANK AG, MONCHEN 
DEUTSCHE HYP, FRANKFURT AND HAMBURG 
DEPFA, WIESBADEN 

EUROHYPO ACTIENGESELLSCHAFT, FRANKFURT 
AND UClBECK 

RHEIN HYP, FRANKFURT 

HYPOTHEKENBANK IN ESSEN AG, ESSEN 

DEUTSCHE GENOSSENSCHAFTS-HYPOTHEKEN- 
BANKAG, HAMBURG 

BERUN-HANNOVERSCHE HYPOTHEKENBANK AG, 
BERUN AND HANNOVER 

A11GEMEINE HYPOTHEKENBANK AG, FRANKFURT 
WESTHYP, DORTMUND 
BAYERISCHE HAND ELS BANK AG, MONCHEN 
WORTTEMBERGER HYPO, STUTTGART 
RHEINBODEN HYPOTHEKENBANK AG. K0LN 

DEUTSCHE HYPOTHEKENBANK (ACT.-GES.), 
HANNOVER 

SODDEUTSCHE BODENCREDfTBANK AG, MONCHEN 

MONCHEN ER HYPOTHEKENBANK EG, MONCHEN 

NORNBERGER HYPOTHEKENBANK, NClRNBERG 

DEXIA HYPOTHEKENBANK BERLIN AG, BERUN 

BFG HYPOTHEKENBANK AG, FRANKFURT 

SCHIESWK5-HOLST0NI5CHE LANDSCHAFT 
HYPOTHEKENBANK AG, KIEL 

WL-BANK, MONSTER 

WOSTENROT HYPOTHEKENBANK 
AlCTlENGESEUSCHAFr, LUDWIGSBURG 

M-M. WARBURG & CO HYPOTHEKENBANK AG, 
HAMBURG 

DOSSELDORFER HYPOTHEKENBANK AG, 
D055RDORF 
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Reverse book-building by Kogel 

K6gel, a German automotive components supplier, will .. . 
today launch a DM1 5m ($8.95m) share repurchase pro- 
gramme that for the first time uses a reverse book-buiding 
process to collect offers from shareholders to sell stock 
back to toe company within a set price range: • 

The move highlights toe extent to which smaller German 
companies are prepared fo follow their bigger counterparts 
in using recent changes to the law on share repurchases 
in Germany to restructure their balance sheets as a means 
of enhancing shareholder value. 

Kflgel has appointed Commerzbank to run the book- 
building for toe buy-back programme, which represents 
7.5 per cent of its share capital. Book-building will run 
from December 11 to 18 and toe price to be offered wiU 
be in a range IQ per cent above or below the average oyer 
a five-day period before toe process gets under way. 

Mark Eban, global head of equity capital markets at 
Commerzbank, said KflgeTs decision to buy back some of 
its shares "showed how far down the concept of share- 
holder value has gone in toe German market”. 

By using a book-building process, Kogel hopes, tq avoid 
pushing up its own share price If Centered toeoraHkefts- 
directly, and to treat all shareholders equally, a require^, 
merit of the German law on share repurchases, which was 
Introduced on May 1. 

At least 50 German companies have sought shareholder 
. approval for repurchases since then. Big companies arch 
as Schering, the pharmaceuticals group, and BASF, the 
chemicals giant, were among the first to take advantage of 
toe liberalisation of the law, while smaller companies have 
also shown a willingness to follow suit 
Kfigel will set a final price for its repurchase programme 
when toe book- building has been completed, and aU 
shareholders that have offered stock will receive the same 
price for the shares they wish to sen on a pro-rata basis. 
Vincent Boland 


Financier in Total Fina pledge 

Baron Albert Fr&re, the Belgian financier, has given a com- 
mitment not to take more than a 10 per cent stake in Total 
Fina. toe group to be formed by. the French oil company's 
proposed takeover of PetroFina, its Belgtai counterpart, 
according to Thierry Desmarest, toe Total chairman. 

Mr Desmarest made toe disclosure in an interview with 
Le Monde, the French daily newspaper. Mr Fn&re is set to 
hold nearly 9 per cent of the enlarged group and to 
become co- vice-chairman to Mr Desmarest Total has 
launched an investor relations campaign to overcome luke- 
warm shareholder support for toe proposed takeover. 
Doubts have arisen about toe 37 per cent premium the 
French group is paying and toe extent of possible cost 
savings. David Owen, Paris 


INSURANCE 


Spanish groups chosen for deal 

Six Spanish Insurers have been chosen for the country's 
largest ever single insurance deal, to take responsibility for 
the government's outstanding commitments to workers 
who lost their jobs in state-owned steel, mining, defence 
and capita] goods companies. 

The outsourcing plan Involves a total 'premium of 
Pta914bn ($6.41 bn), mostly payable in two instalments 
next year with a further Instalment in 2001. to cover obli- 
gations amounting in theory to F*ta1.267bn and lasting well 
into toe next century. 

Mapfre Vida, toe life assurance arm of Spain's largest 
insurance group, Mapfre, and insurance offshoots of the 
8BV, Argentana and Santander banking groups and toe 
two largest Spanish savings banks, La Caixa and Caja 
Madrid, were selected by government industrial holding 
company Sepi to handle toe programme alongside the 
state-controlled insurer Muslni. David White, Madrid 

NEWSPAPERS 

Holiinger unit in $475m sale 

Hollingw International, the US subsidiary of the Canadian 
Holiinger newspaper group, said on Friday it would sell 45 
of its US newspaper properties for US$475m to Commu- 
nity Newspaper Holdings, a US publisher. 

The sale, which is expected to close early next year, v 
Includes 28 daily newspapers in 14 US states. Holiinger A 
also said It intended to acquire one daily newspaper in 111- 
inols from the Community Newspaper group. 

David Rad ter, Holiinger president and chief operating 
officer, said toe sate would allow the company to concen- 
trate on its larger newspaper properties in North America. A 

The sale should also help Holitnger to pay Its long-term '• 
debt and finance its proposed acquisition of all outstand- 
ing shares of Southam, toe Canadian newspaper group 70 
per cent owned by Honinger. for which it offered C$29 per 
share last week. 

Earner this year Holiinger sold 160 newspapers in Its US 
community newspaper group for US$31 0m, and the cur- 
rent sale means It will have sold about two-thirds of its US 
community newspaper holdings. Edward Alden, Toronto 
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Meeting the financing needs of 
international clients often demands a 
creative and Individual approach. Oar ’ 
client focused structured finance teams 
are dedicated to producing .innovative and 
tailored solutions from'aWpiete range 
of financial producta We advise on the 
increasingly interchangeable options of 
bank debt- and capiiai market instrumente. . 
We are a leading provider of acquisition , . . : 


‘finance worldwide. The successful . 
combination of- our structuring and credit 
analysis skills with powerful debt 
distribution is also demonstrated by our 
• stature in the DM bond market and 
; our No.1 ranking as arranger of sterling 
. debentures. Transaction size is never an 
. obstacle with qur willingness to underwrite 
r ;; ; entire transactions and to commit our 
. own funds for long term investment 
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Hotel groups 
resume trading 


By Tom Bums In Madrid 

Sol Melifi and MeliA 
Inversiones Americanas 
(Mia), the two listed hotel 
companies controlled by the 
Majorca-based Escarrer fam- 
ily, will resume trading 
today after a two-week 
suspension. 

The suspension was 
prompted by a controversial 
plan to merge both busi- 
nesses and integrate them 
with a third firm owned out- 
right by the family. 

Spain's stock market reg- 
ulator will postpone 
approval of the takeover 
bids, however, until it 
receives an independent 
appraisal of Sol Melik, which 
manages 250 hotels world- 
wide; of Mia, which owns 
seven hotels in Latin Amer- 
ica and the Caribbean; and 
of Inmate! Inversiones, the 
non-listed company which 
owns 73 hotels In Spain. 

Analysts believe approval 
of the planned mergers could 
be delayed for up to two 
months and that the stocks 
would be initially penalised 
on their return to the mar- 
ket because of the row that 
caused their suspension on 
the Bolsa on November 23. 

This is the sort of take- 
over deal that the regulator 
has to look at very closely." 


said Juan Bast os. managing 
director of the Madrid bro- 
ker fbe insecurities. 

The controversy has cen- 
tred on the terms of Sol 
Melia's share swap takeover 
of Mia, a company listed on 
the Bolsa only in April 
which has suffered a sharp 
drop in value; on reports 
that Inmotel Inversiones, 
which was to be integrated 
in a subsequent share trans- 
action, could be overvalued; 
and on passible conflicts 
posed by the interests of the 
Escarrer family in all three 
companies. 

In addition, the decision to 
bring all the Escarrer com- 
panies together in a single 
listed unit marks a U-turn in 
the group's previous strat- 
egy or segregating Its differ- 
ent units. 

The real problem for the 
market Is the complete 
change in the Sol Mellfi 
strategy." said Juan Carlos 
Calvo, hotel and leisure ana- 
lyst at Merrill Lynch in Mad- 
rid. The new Sol Melid will 
be a very different company, 
and the question is whether 
it will be as attractive as the 
old one.” 

Sebastian Escarrer, the 
group’s chief executive, said 
the consolidation would 
meet investor demand for 
more liquid stocks. 1 


MAM to launch 
euro-focused funds 


By Michael Morgan 

Mercury Asset Management 
(MAM), the UK's largest pen- 
sion fund manager, is to 
launch four euro-focused 
funds to benefit from Euro- 
pean economic and mone- 
tary union. 

The funds, to be launched 
on January 4, will comple- 
ment 10 existing funds in the 
Mercury Selected Trust off- 
shore umbrella, spread 
across the risk and asset 
class spectrum. 

Mercury, bought by Mer- 
rill Lynch, the US invest- 
ment bank, last year, has 
$40bn invested on a pan- 
European basis. _ 

“Over the next three to— 
five years, we are anticipat- 
ing doubling assets under 
management at Merrill 
Lynch Mercury and a signifi- 
cant proportion of those 
assets is going to come front 
the European context." said 
Colin Clark, head of global 
sales and marketing. 

The new funds will be 
denominated in euros and 
will target shares in larger 
companies, high-yield bands 


and global bonds, predomi- 
nantly with a maturity of up 
to three years. 

Mercury believes the use 
of equities by the European 
savings industry will grow 
substantially as a result of 
factors that include pension 
reform and privatisations. 

At the end of last year, 
equities represented 12 per 
cent of total savings in Ger- 
many and 20 per cent in 
Italy, compared with 57 per 
cent in the UK. 

Elizabeth Corley, head of 
international investment 
hinds, said Mercury expec- 
ted significant demand for 
equity funds using sector- 
based research. There would j 
also be a significant demand 
for fixed-income funds, 
looking for credit differen- 
tials. Substantial sums 
would flow into mutual fund 
structures accessible to pri- 
vate investors. 

They were also very flexi- 
ble, she said. “You can 
invest in them directly. You 
can use them as part of your 
pensions funding or you can 
even wrap them Into an 
insurance structure.” 


Boost for 
vehicle 
industry 
in Japan 

By Alexandra Hamey m Tokyo 

Mini-vehicles recorded their 
second consecutive 
double-digit sales increase in 
Japan -last month, giving the 
car industry a welcome 
boost as demand for full-size 
cars and trucks continued to 
collapse, according to an 
industry association. 

Sales of. mini-vehicles, the 
inexpensive compact cars 
launched in response to a 
change in government regu- 
lations in October, jumped 
30.2 per cent to 168,573 units 
in November, according to 
the Japan Mini-Vehicle Asso- 
ciation. 

The sector’s steady expan- 
sion underlines the difficult 
conditions facing Japanese 
car manufacturers as con- 
sumers scale back big pur- 
chases amid the worsening 
recession. The consequences 
for car companies are sag- 
ging cash-flow, declining 
capacity utilisation rates, 
and rising debt levels. 

Sales of domestic full-size 
vehicles tumbled 15.9 per 
cent, the 20th consecutive 
month of shrinking vehicle 
sales. Imported car sales 
slipped by 17.1 per cent 
year-on-year to 22£50 units. 
Truck sales were the hardest 
hit slowing 54.5 per cent an 
importers' association said 
last week. 

Wi thin mini-vehicles, sales 
or passenger vehicles posted 
the strongest growth - up 
7SL3 per cent on the same 
period last year. 

Mitsubishi Motors' and 
Fuji Heavy Industries 
showed the largest gains, 
lifting sales 635 per cent and ! 
43.1 per cent respectively. 

On imports, the figures 
revealed that US and Euro- 
pean car makers performed 
unevenly. While most Ger- 
man groups, Mercedes-Benz 
and BMW in particular, 
bucked the trend and expan- 
ded sales volumes last 
month. US manufacturers 
showed huge declines. Sales 
by US makers plunged 25 per 
cent overall. Ford Motor suf- 
fered a 60 per cent decline. 

Italian car sales surged 36 
per cent last month, but 
sales for the 11 months since 
January were flat 

Analysts said that Japa- 
nese consumers, facing sal- 
ary cuts and the possibility 
of losing their jobs, were 
looking for value and brand 
distinction. 

"Mini-vehicles are new, 
sporty, cheap, and there is a 
slew out on the market - 
that's why they’re selling,” 
said Christopher Redi, ana- 
lyst at Morgan Stanley Dean 
Witter. 


Forecast looks bright 
for weather derivatives 


By Edward Luce, 

Capital Markets Editor 

Weather derivatives are 
coming to Europe. A wide 
range of European compa- 
nies, from Scandinavian 
hydroelectric utilities to UK 
soft drinks manufacturers, 
have approached specialist 
brokers to inquire about 
hedging against future 
weather conditions. 

The market, which was 
started in the US in Septem- 
ber 1997. when an energy’ 
company drew up a deriva- 
tive based on variations in 
winter temperatures, has 
taken off in the past year. 

Stuart Mercer, a reinsur- 
ance broker at Willis Faber 
in the US, says at least 200 
weather derivative contracts 
have been agreed in the past 
12 months. Others say it is 
nearer 1,000. All agree it is 
one of the rosiest growing 
over-the-counter derivatives 
markets in the US. 

A typical weather deriva- 
tive is based on one of a 
number of indices, such as 
those based on temperature, 
average snowfall, mean pre- 
cipitation. or even reservoir 
levels. 


Specialists say the market 
has only emerged recent ly 
because of deregulation of 
energy in the US. The same 
trend is apparent in Europe. 

“In the past, if the winter 
was unusually mild or the 
summer was disappointing, 
electricity utilities or gas 
companies would simply 
pass the lost revenue on to 
the consumer in higher 
prices," said Mark Tawney 
at Aquila Energy in the US. 
"In a competitive market 
they have to manage their 
costs much more carefully." 

In a typical contract, a gas 
company would hedge itself 
against an unusually warm 
winter by taking a put 
option on an index. If, for 
example, the temperature 
was milder than average for 
a certain number of days 
over the winter, the com- 
pany would receive compen- 
sation from the other party 
to the contract, such as a 
residential property com- 
pany. If the winter was 
colder than usual, the gas 
company would remunerate 
the property company. 

Hydro-electric companies 
and even snow-clearing 
equipment manufacturers 
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have taken out derivatives 
options on average snowfall, 
and US agricultural compa- 
nies have agreed contracts 
on future rainfall levels. 

One broker even suggested 
the England and Wales 
cricket board should take 
out an option on the average 
rainfall index. "I wouldn't 
want to be on the other side 
of the deal." he added. 

However, the growth of 
the market in some Euro- 
pean countries, notably the 
UK. is constrained by the 
high price of getting hold of 
meteorological data. 

Unlike the National 
Weather Service in the US. 
which prorides data free on 
the internet and elsewhere, 
the UK Met office charges 
high prices for information 
about the weather. ' 

The potential for growth 
in tbe UK is high," said Ken- 
dall Johnson, director of 
energy at TSA, a specialist 
brokerage. "But problems 
remain with the procure- 
ment of data." 

European companies 
thought to be looking at the 
market include Gaz de 
France and Centrica, the UK 
gas company. 


VALUE COMMENT 


COMPANIES & FI NANCE ■ ±^. 4 , . 

INTERNATION AL BONDS HIGH CREDIT QUALITY MAKES EUROPEAN SECTOR PROVE THE 

Indian summer for convertibles 


By Vincent Boland 


It is very late in the year, 
but the convertible and 
exchangeable bond markets 
are enjoying something of an 

Tiwtinn summer. 

November witnessed a 
rush of big, well-received 
deals from European compa- 
nies and tbe trend has con- 
tinued into the early days of 
this month, while the US 
market is also slowly craning 
back to life after an excep- 
tionally quiet period since 
the late summer. 

This latest burst of activ- 
ity - which has included 
large, liquid bonds from the 
likes of France Telecom, Usi- 
nor and Mediobanca among 
European issuers - coincides 
with the surprisingly quick 
rebound in stock markets. 

Global iwaianw> had been 
very strong in the first half 
of this year, but the Russian 
and emerging markets crises 
took their toll, and the con- 
vertible/exchangeable mar- 
ket sank along with equities. 

There were sharp regional 
variations, however, and 
analysts say the European 
sector was the most resilient 
because of its high credit 
quality relative to other con- 
vertible markets. 

The advent of European 
monetary union next month 
has also been a key driving 
force in the market, pushing 


interest rates sharply lower 
and enabling issuers to 
achieve a very low cost of 
funding. 

Meanwhile, the appetite of 
investors for "equities with 
shock absorbers", as these 
types of bonds are known, 
remains strong; especially as 
nervousness persists about 
tbe dizzy heights to which 
stock markets have returned 
at a time when earnings 
growth forecasts are being 
revised downwards. 

' “This is a very good time 

to come to the market”. saM 

Susan Lewis, director of con- 
vertible and equity-linked 
capital markets at Salomon 

Smith Barney in London, 
noting that issuers can 
expect conversion premiums 
of about 25 per cent when 
setting the terms of issues. 

Indeed, the trend in con- 
version premiums is an 
accurate barometer of the 
state of the new issues mar- 
ket. At its frothiest, in late 
su mm er, the market saw 
premiums above 30 per cent, 
touching 35 per cent for an 
E600m bond from Banco San- 
tander of Spain in July, and 
even 352 per cent for an Ital- 
ian iggupr a month earlier. 

When global equity mar- 
kets went into reverse, bow- 
.ever, so did conversion pre- 
miums, although the 
turnround has been as dra- 
matic as that of stocks. 


Ahold, the Dutch retailing 
group, issued a FU-3bn con- 
vertible in September, in the 
midst ’of a severe' iharket 
shakedown, with a conver- 
sion premium of 22 per cent 
Fortis Aznev, the financial 
group, issued a FI L5bn bpnd 
in Late October with a pre- 
mium of 25 per cent, 
reflecting markedly improv- 
ing sentiment in the market. 

Also,. France Telecom's 
jumbo FFrlObn convertible 
came with a conversion pre- 
mium of 28 per cent 

The five-year issue, which 
coincided with -the sale of 
another block of shares in 
the company, by the French 

government, typified the 

trend among European issu- 
ers. The deal was trig enough 
to be liquid and was attrac- 
tively priced relative to the 
underlying equity, and the 
credit quality of the corpo- 
rate-ls exceptionally high. 

. The French market, which 
had been very quiet in Sep- 
tember and October, is cur- 
rently one of the most 
active. 

Usinor, the steel group, 
issued a FFr2.2bn bond in 
late November that can be 
converted into rather new or 
existing shares, a first for a . 
French company.- It was 
made possible by recent 
nhangns to French law gov- 
erning share repurchases by 
companies. 
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This gives flex- 

ibility to the issuer - it can 
now control the dilution 
resulting from conversion of 
the bond." said Antoine 
Schwartz, head of equity- 
linked capital markets at 
Goldman Sachs in London, 
which led the Usinor issue 
along with SG. 

Last week's two-tranche 
exchangeable from: Medio- 
banca of Italy also suggested 
the new issues market had 
passed another test. Medio- 
banca and Goldman Sachs, 
the underwriters, built the 
books on a price range basis 
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Autogrill set to operate 
French rail restaurants 


Selwyn Cushing in 
dual Brierley role 


By Paul Betts hi Milan 

Autogrill, the acquisitive 
Italian motorway and East- 
food restaurant company 57 
per cent controlled by the 
Benetton clothing group, Is 
set to take over far about 
FFr330m (559m) the conces- 
sion to operate restaurants 
in France's main railway 
stations. 

Paolo Prota Giurieo, Auto- 
grin chief executive, has just 
unveiled that French state 
railways had selected the 
Italian company from a 
group including rival French 
and British bidders. 

.The aim is to finalise a 
deal to acquire restaurant 
activities in 13 French sta- 
tions, Including the Gare 
Saint Lazard and the Gare 
du Nord in Paris. 

Mr Giurieo said negotia- 
tions were now at a final 
stage and Autogrfll hoped to 
complete the deal by 
Christmas. 

Financial analysts in 
Milan suggested Autogrill 
would probably have to pay 
about FFr330m for the 


French railway restaurant 
business. 

Autogrill, which is con- 
trolled by Ediziani Holding, 
tbe R w i ri fnn famil y holding 1 

company, has been expand- 
ing In continental Europe 
during the past few years. 

A series of acquisitions 
has given it a 36 per cent 
share of the motorway res- 
taurant market in France, 30 
per cent in Austria and 44 
per cent in Benelux 
countries. 

It has a 78 per cent share 
of the. motorway restaurant 
business ii^Italy, , 

Mr Giurieo said tbe com- 
pany was now seeking to 
grow further in Germany, 
where it currently has only a 
1 to 2 per cent share of the 
motorway food business. In 
spite of a fecent acquisition. 

Autogrill has. also been 
eyeing the UK market, 
where it is so far absent, but 
Mr . Giurieo said the opportu- 
nities and high entry costs 
made an imminent move 
difficult 

The company has opened a 
new L26bn ($15.7m) flagship 


restaurant In Milan's "Gal- 
leria”, by the cathedraL 

Apart from the formal res- 
taurant. the new venture 
includes bars, a fish- and 
chips shop, a bookstore and 
fashion stores. 

Autogrfll is also looking to 
expand in the Italian railway 
station and airport business 
alongside its controlling 
KhMTwhnMer, Benetton. -. 

Benetton has already 
announced plans to bid In 
the faimriwit privatisations 
of Aeropord di Soma, the 
Some airports operator, nod 
of Autostrada, the Italian 
state-owned .motorway 
group. 

Benetton is also interested 
in b idding for the manage- 
ment of Italy’s main railway 
stations, which the finan- 
cially troubled Italian state 
railways are seeking to sell 
off to raise funds. 

Autogrill expects to report 
a 28 per cent rise in revenues 
this year to about L2 ,300b el 
with net profits growing 
by a similar percentage to 
about L65bn, from L49.9bn in 
1997. 


By Terry Hall in Wefflngton - 

Selwyn Cushing, who last 
month received unanimous 
support from the faction- 
ridden board of Brierley 
Investments to be appointed 
chairman at the annual 
meeting; is also to be chief 
executive. 

The dual role is to oversee 
the “critical task of restoring 
stability and strength to the 
company”. The statement 
came only days after the 
board rejected a bid from the 
Los Angeles investment 
group Shamrock for a fee- 
based contract to manage 
tbe company. 

Shamrock had claimed the 
support of leading sharehold- 
ers- Mr Cushing, a successful 
businessman who worked 
for Brierley Investments for 
many years, was asked to 
become chairman by Camer- 
lin, the company’s biggest 
shareholder, and has 
accepted both jobs. 

Among a host of director- 
ships, Mr Cushing is also 
overseeing the reconstruc- 
tion of the state-owned Elec- 
tricity Corporation of New 


Zealand, and will not be able 
to take up his management 
role at Brierley Investments 
till March, when his ECNZ 
appointment ends. 

The company said Mr 
Cushing would resign as 
Brierley chief executive 
"once the reshaping phase 
has ended". 

It also said it would make 
policy changes that seemed 
to fit with aims of Cameriln 
expressed by its chief execu- 
tive, Tan Sri Quek Leng 
Chan, at the annual meeting, 
including resumption of divi- 
dend payments. 

However, the statement 
said resumption this finan- 
cial year would depend on a 
funding package being 
worked out with lenders, 
and on asset sales. Directors 
reportedly intend to step up 
the sale of non-core assets. 

Some NZ$1 fibn (US$678m) 
was raised in asset sales 
over the past six months. 
The statement said that 
Brierley Investments would 
take a more active role in 
managing assets, which 
include a 42 per cent stake in 
Thistle Hotels of tbe UK. 
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rather than on the indicative 
coupon or premium range. 

The three-year. L580bn 
tranche of the issue, which 
was priced over par, has a 
negative yield to maturity 
and no coupon. “This. ■ is 
almost all equity." said one 
banker of the issue. 

Bankers say that the . out- 
look for the convertible and 
exchangeable market in 1999 
is bright, especially in the 
European market, as such 
issues become more tax- 
efficient and attractive in 
a low-interest-rate environ- 
ment. 
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By Tracy Corrigan 
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The jump in November 
employmect numbers seems 
to have lessened the 
of a further US rate cut 
when the Federal Reserve 
committee meets on 
December 22, according to 
analysts. But the US 
Treakny market has been 
buoyed by news that Brazil 
bad faltered in its attempt to 
implement its new fiscal 
plan. The market was also 
helped by co-ordinated rate 
cuts in Europe. 

The Fed’s Beige Book, due 
out on Wednesday, will be . 
scoured for early signs of the 
conditions on which the Fed 
will base Sts decision. But 
analysts said that thrmg h 
employment numbers 
a further rate cat unlikely 
this year, the US market 
looked well underpinned. 

According to a report by 
Donaldson, Lufkin & 

Jenrette, “yields on 30-year 
bonds should hold at around 
5 per cent in the near term. 
Longer term, between now 
and the end of next year, 
honrt yields vrtTl fluctuate ip ~ 
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a 4.75-5.75 per cent range.” 
But the report said market 
Worries about the Ttraanhaii 
fiscal stabilisation process - 
and soft petroleum prices 
had “rendered the US fixed 
income market attractive.” 

Also due this week are 
data on consumer credit and 
producer prices and retail - 
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By Phffip Coggaa 


The main event of the week 
as far as the UK markets are 
concerned is the 

cl the Bank 

nf <WMnn On _ 

interest rates. 

The last. Inflation, report 

j j mtinatft H that of 

the monetary policy 
committee were pa y ing more 
attention to survey data in 
judging the health of the 
economy; and recent surveys 
have been gloomy. -. ■ 

Last week’s rasb_of cuts by 
European banks will have 
given a modest nudge 
downwards, since sterling; 
which yields almost 4 
percentage paints more than 
the rest of Europe, might 
start moving higher without 
a further rate reduction. 

Most analysts seem to plump 
for a quarter of a point cut. 

If the Bank needed any 
further evidence of economic 
slowdownjt should be 
provided by figures for ...... 

industrial productionta 
October, expected to be 02, •• 
per cent down on the month 
and (U per cent on the year. 
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While the market has kept 
one eye on the economic 
statistics in recent weeks, it 
ban trained the other one on 
the stream of profit 
warnings from the corporate 
sector. Companies to report 
this week include 
Lucas Van ty. Racal 
Electronics, Sage, Scottish & 
Newcastle and Stagecoach. 
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By Graham Btnriey 


Germany’s stock market 
soared on Thursday after the 
Bundesbank and other 
European central banks 
delivered a surprise cut in 
interest rates. 

The move was seen as the 
final preparation for the 
European single currency, to 
be launched next month. It 
was also prompted by 
concerns among Europe’s 
central bankers that 
economic growth could 
glnrlrqn next year a gningt a 
background of high 
unemployment, especially in 
Germany. 

Some analysts said the 
pre-emptive cut would allow 
the European central bank 
room for manoeuvre when It 
takes control of monetary 
policy in January. . 

Germany cut its 
benchmark rate from 3.3 per 
cent to 3.0 per cent The 
Xetra DAX index of German 
blue chip company shares 
rose 2 per cent, but fell 
Friday to dose at 4,802.76. 

The week also saw 
important corporate news. 
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including the formal 
announcement of the deal 
between Hoechst of 
Germany and Rhbne-Poulenc 
of France. 

The new company will 
have its headquarters in 
Strasbourg. Hoechst’s 
supervisory board meets 
tomorrow to discuss the 
merger. 


TOKYO 


By Paul Abrahams 
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After last week's gross 
domestic product data 
showing a fourth Quarter of 
contraction, focus will be 
centred on the political 
response to the recession. 

The ruling Liberal 
Democratic Party and 
liberal Party, which have 
just formed an alliance, are 
still thrashing out policies. 

The Nikkei 225 index has 
been trading in a narrow 
range in low volumes, but 
equities would jump on 
signs that the government 
was intending to cut 
corporate and income taxes. 

However, the Japanese 
government bond market, 
already showing signs of 
weakness, would be badly 
hit by fears of further 
issuance to fund such cuts. 
The only other response 
might be aggressive 
monetary reflation by the 
Bank of Japan. 

Economic data due this 

week includes October's 
wholesale price index which 
is scheduled for today. 

The index is expected to 
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foil 3.4 per cent year-on-year, 
underlining the inflationary 

pressures in the economy. 

On Thursday, private 
machinery order data are 
expected to show a decline of 
more than 7 per cent 
October’s current account 
data are due on Friday and 
are expected to show 
another sharp increase. 
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Results likely to show tough 


• i . j\esuiis lineiy iu snow u 

It Fit \ role time for UK retailers 




Investors will have to . look 
hard for Christmas cheer in 
results this week, when bad 
news might appear to out- 
weigh the good. Although 
advances are expected from 
information technology com- 
pany Sage and support ser- 
vices group Jarvis, there 
may be falls from Scottish & 
Newcastle, London Clubs 
International. Prism Rail, 
and Courts the retailer. 


TODAY 


f 


• Interim figures from sup- 
port services company Jar- 
vis are' again expected. 'to 
reflect the strong growth it 
has enjoyed during the past 
two years. Analysts are fore- 
casting a rise of some 68 per 
cent pre-tax, powered by the 
facilities side of the business 
where rail maintenance 
should have - seen organic 
growth of about 20 per cent 
The underlying pre-tax fig- 


ure is expected to rise from 
£H7rn to £2L3m (535m). 

TUESDAY 

• Berkeley Group is per- 
ceived as one of the best 
housebuilding stocks but its 
exposure to the central Lon- 
don property market has 
worried investors. That has 
led' its shares to underperr 
form the sector by about 20 
per cent this year so a strong 
performance in these results 
may see the stock rise. Eari 
her this year it said the mar- 
ket was losing its; shine so 
investor^ 'Win be. -keen '•to . 
hear any comments on - out- 
look, ■particularly in London : 
and the southeast. A 24 per 
cent interim advance to 
£54xn is likely. 

• Interim results from. spe-. 
ciallty chemicals company 
BTP "are expected to be 
about 5 per cent lower at.. 


£24m pretex as the costs of 
integrating ^ acquisrtlQtas and 
the dilutive effects of dispos- 
als take their toll The slow- 
down in Asia will probably 
have affected the contribu- 
tion from agrochemicals and 
a-nfrnal healthcare products. 

. • Third-quarter, figures 
from LucasVarity are expec- 
ted to rise from £85m to 
£96m although much of this 
may be the result of earlier 
provisions- There are .two 
shadows - over the company: 
the. global economic slow- 
down, of which the recent 
warning fram Bodng is the 
most pertinent g™npi«s an( * 
recent fthnnanigpna over the 
failure of' the management 
attempt to move the listing 
from. London 1 .toihplCS.- 

•idlxlt" -»d: . .*bHw» 

• haterinrflguresfrom Scot- 
tish A . Newcastle may be- 
overshadowed by any com- 
ments the company 
op. the .- impact of poor 
weaffier 'durtag^the summer ■ 
and conqwtition on beer pri- 
cing frmn supermarkets. A3 
per cent fell to £2i7m is 
expected by analysts at BT 


Alex Brown. The broker has 
also highlighted the growth 
available from the acquisi- 
tion of 200 tenanted pubs 
from Nomura. ' ... 

• Casino operator London 
Ctubs International is expec- 
ted to unveil an interim 
decline of about 82 per cent 
in pre-tax profits, to about 
£9.3m, as the impact, of 
changes to UK gaming duty 
takes its ton. Any comments 
on the impact of the Asian 

■ crisis on hogh-spendrug Lon- 
don gamblers are likely to be 
keenly analysed. 

# Prism R«u may fell from 
the £4JJm interim pre-tax 
profit into a loss as the £30m 
annual fall in the franchise 
sohsidy- takes -eSecti Wil- 
liams de Brofi' -eapecta* the 
dividend to- be held at 5p 
despite forecasting a loss. 
The results may prompt 
downgrades to foB-year fore- 
casts. 


is unlikely to have escaped 
the tough times in furniture 
retailing and the difficulties 
of trading in Asia, and ana- 
lysts at BT Alex Brown 
expect interim figures to 
show an 18 per cent fell to 
£8m. Although the company 
said at the AGM in Septem- 
ber that deliveries were 
ahead of last year, *Hi« may 
have been achieved at the 
expense of margins which 
will feed through to a lower 
bottom line. 

• The phenomenal rise in 
Sage Group's share price 
this year has seen it move 
from a multiple of 29 times 
prospective earnings to 
about 39 times, so it is hard 
to see how it can outper- 
form. Strong ' growth., in. its 
UK operations is expected- to 
have helped the underlying 


-pre-tax line rise by about 22 
per cent to £46m, according 
to a consensus of forecasts 
from First Cal], the esti- 
mates service. There may be 
comments on bow its US 
acquisition. State Of The 
Art. is doing. 

• The exposure of Green alls 
to the difficult economic 
environment in the north of 
England is set to act as a 
drag on the pre-tax line 
when the pubs and hotels 
group reports interim fig- 
ures. However, a strong per- 
formance by the hotels busi- 
ness is expected to offeet the 
fell in pubs. Underlying prof- 
its are likely to be slightly 
up, from £i&7m to £160m, 
according to Williams de 
Bros. Although the shares 
have underperformed by -22 
per cent in the past 12 


months, the recent hid by 
Wolverhampton & Dudley 
Breweries for Mars ton has 
shown that for some there is 
value in the sector. 


THURSDAY 


• Interim figures from 
Racal Electronics will show 
a decline, being the first 
since the disposal of the data 
products operation. While 
the defence and industrial 
strips may advance, margin 
pressure may offset growth 
in commercial telecommuni- 
cations revenue. A 17 per 
cent decline to £36.5m is 
expected by BT Alex Brown. 

• A strong performance 
from its South West Trains 
and Porter brook subsidiaries 
are likely to power Stage- 


coach to an interim advance 
of 22-29 per cent. The bus 
and train group's recent 
acquisitions are not expected 
to make a large contribution 
but there may be comment 
on their prospects. A pre-tax 
advance from £7lm to £86m- 
£94m is expected. 

• Shares in contract cater 
ing and restaurant services 
group Compass are about 35 
times expected earnings so 
any upset may see a correc- 
tion. However, the final fig- 
ures are expected to be up 18 
per cent to £159m, according 
to First Call The heady mul- 
tiple at which the shares 
stand reflects market expec- 
tations of growth. Underly- 
ing growth at the interim 
stage was 14 per cent, 
slightly less than achieved 
in previous years. 


WEDNESDAY 


Retailing company Courts 


NEW INTERNATIONAL BOND ISSUES 
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NOTICE TO BONDHOLDERS 
NOTICE 

to the holders of the outstanding 

U.S.$ 100,000,000 7 per cent Guaranteed Convertible Bonds due 2004 
of Samancor Overseas Financing Company Limited 
guaranteed by Samancor Limited 


iy Limited fSOFCn 
due 2004 (the 'Bonds') of 
‘ jndltion 7(g) of the 


This notice is published in connection with the decision by Samancor Overseas Flnandi 
to redeem the outstanding U.S.$1 00,000,000 7 per cent Guaranteed Convertible “ 

SOFC guaranteed by Samancor Limited ("SamancoO- This notice is given in accordance with Co; 

Terms and Conditions of the Bonds, as Inserted pursuant to an Extraordinary Resolution duly passed by the 
Bondholders at an Extraordinary General Meeting held on A December 1938. The Extraordinary Resolution is binding 
on afl Bondholders and all holders of the coupons relating to the Bonds whether or not they were present at the 
relevant Meeting or voted on the Extraordinary Resolution. 

Pursuant to the Terms and Conditions of the Bonds, as amended, SOFC is giving notice to the Trustee and the 
Bondholders of the exercise of its option to redeem the Bonds. The redemption of the Bonds shall occur on 29 January 
1999 (the ‘Redemption Date*) and shall be at the principal amount of the Bonds together with interest accrued thereon 
up to the Redemption Data. From the Redemption Date, interest on the Bonds shall cease to accrue. 

A Bondholder wishing to receive payment of principal and interest accrued to the Redemption Date in respect of each 
Bond in bearer form must present or surrender the Bonds and the relevant Coupons at the specified office of any of 
the Paying and Conversion Agents on or after the Redemption Date. In respect of Bonds held through participants in 
Eurocfear or customers in Cede! Bank, SOFC shall pay principal and interest accrued to the Redemption Date directly 
to Eurodear or Cedel Bank respectively. All Bonds redeemed will be cancelled immediately upon the Redemption 
Date', together with any unmatured coupons. 

NOUCE OF RESULT OF BONDHOLDERS’ MEETING AND NOTICE OF REDEMPTION OF BONDS 

Samancor Overseas Financing Company United (“SOFC*) hereby gives notice to the Bankers Trustee Company 
Limited, trustee for the holders (the Trustee*), and to the holders (the “Bondholders") of aU of the outstanding 
U.S. $100,000,000 7 per cent Guaranteed Convertible Bonds due 2004 (the "Bonds') of SOFC. a wholly owned 
subsidiary of Samancor Limited CSamancot guaranteed by Samancor and which are constituted by the trust deed 
dated 17 November 1994 (the Trust Deed*) made between SOFC. Samancor and the Trustee that 

(1) At -an Extraordinary General Meeting held on 4 December 1998 Bondholders duly passed an Extraordinary 
Resolution modifying the Terms and Conditions of the Bonds to allow their early redemption at the option of SOFC 
on giving not less than 30 nor more than 60 days' notice to the Trustee and the Bondholders. 

(2) - SOFC hereby gives notice that it will exercise its option to redeem the Bonds early in accordance with Condition 

7(g) of, the Terms and Conditions of the Bonds, as amended, on 29 January 1999 (the ‘Redemption Date"). 

Notes 

The price at which the Bonds will be redeemed is equal to their principal amount plus interest accrued to the 
Redemption Date. 

All Bonds redeemed wjti be cancelled immediately upon the Redemption Date, together with any unmatured coupons. 
Conversion rights attached to the Bonds may not be exercised between the date on which the Extraordinary Resolution 
referred to above was passed and the Redemption Date. 

The attention of the Bondholders is particularly drawn to the payment reqiiremerrts set out in “Payments" below. 
Copies of the amended Trust Deed Gndudmg the Terms and Conditions of the Bonds) are available for inspection at 
the offices of the Paying and Conversion Agents specified below. 

Payments 

(1) A Bondholder wishing to receive payment of princjpal and interest accrued to the Redemption Date in respect of 
each Bond mist present and surrender the Bonds and the relevant Coupons at the specified office of any of the 
Paying and Conversion Agents on or after the Redemption Data. 

(2) Payments will be made at the specified offices of the Paring or Conversion Agents, at foe option of foe Bondholder, 
U.S. dollar cheque drawn on, or by transfer to a U.S. dollar account maintained by the payee with, a bank in 

York City, subject in all cases to the fiscal or other laws or regulations applicable in the place of payment. 

(3) Upon foe Redemption Date of the Bonds, interest on foe Bonds shall cease to accrue and unmatured Coupons 
relating to any Bond (whether or not attached) shall become void and no payment shall be made in respect of 
them. 

(4) The names of the Paying and Conversion Agents and their specified offices are set out below. 

(5) If foe Redemption Date or any later date upon which a Bond or Coupon is presented for payment is not a business 
day at the place where the relevant Bond or Coupon is presented for payment then the Bondholder shall not be 
entitled to payment at such place of the amount due until foe next following business day at such place and shall 
not be entitied to any further interest or other payment in respect of such delay. For the above purposes, *busmess 
day* means any day (other than a Saturday or Sunday) on which the commercial banks and 
markets are open for business in the relevant place of presentation or payment and (in the case 
transfer to a U.S. dollar account as mentioned above) on which dealings in U.S. dollars may be cai 
in New York and in such place. 



Samancor Overseas Financing Company Limited 


7 December 1998 


Paying and Conversion Agents 

Bankers Trust Company. 1 Appold Street, Broadgate, London, EC2A2HE. 

Bankers Trust Luxembourg's A., 14 boulevard F.D. Roosevelt, L-2450 Luxembourg. 

SOFC is a company incorporated under foe laws of the British Virgin Islands, whose registered office. is at 
P.O. Box 3148, Pa sea Estate. Road Town, Tortola, British Virgin Islands. 
















26 


FINANCIAL TIMES MONDAY DECEMBER ? 1998 


t: 0141 332 1DM ft 0181 332 1096 


t K?' email salu«9glob(rtMwwwi«( 

Mriun4w_ dalv interact lannwditj Ann 


^.Vmrii 7ni tjh<hal Marteo ■ Futtar-' * haum l^inci 

♦ r»l Miifatr Tnhmcn! SatJtes 

* Fasten. iunr<Mn«vi turns m the trFat the bmeupmr 


aUUharts :• • 

50p per clay! 


Country m view«_ lVl Coi_TvnuE.s_.l9l retorts: 
Ftilibcal. Eornnk.. Oepnov. Entiri"ut*-suJ Trend* 

CiimDcicul pia lmenuiiiaai. Inc. 

JUS y> **? plt Ri-pufl »«h NCnilicm Jwum.* for mu tuft utkn. 

|9 1 rc p'«L.f..r3L , Sl l «u 

OiJcr id tbc Wth f bnpaVwwif^mndallauan 
Call I -XKJ-J4i-WTD ill'll (rccui USi .c 7IV15 U S i 
ur lu u> in 7I3-J55-31UH 


The FT GUIDE TO WORLD CURRENCIES, published in Monday's 
newspaper and covering ova 2QU uunuDeia. is now tivjibiUe by ifialing the 
Ntwing number limn the handset of yuur hut machine. 0891 437 OOL 
CaDs are rfuiyuf at 50p per minute at all times. Far sen toe outside the UK 
pterse tulephraie +44 171 873 4TB* fur details on Cityline international 


The new Weekly Petroleum Argu< 


Weekly in'skiasnes brief or) 


Petroleum Argus 



If you would like to advertise, or require any 
further information, please contact: 


Sherie Donovan 


Tel: 0171-873-4928 Fax: 0171-873-4296 


WEEK AHEAD 


DIVIDEND & INTEREST PAYMENTS 


TODAY 


Aram Resources Ip 
Baronsmead VGT 2 1-25p 
Bowthorpe 3.7p 
Ekterstreet Downing VCT Ip 
Gremlin 2.6p 

Hammereon 10*% Bds 2013 
£1075 

Knowles (JR) 5p 
MEPC 8%S% Bds 2006 £67.50 
Paterson Zochonts 12.65p 
Do A 12.65p 
Rockwell Inti $0,255 
Treasury 816% 2005 £4.25 
Treasury 7%% 2012 £3.875 
Treasury 8% 2015 £4 
Treasury 8% 2021 £4 


0.1 Ip 

Alliance & Leicester FRN 2003 
£18.80 

Anheuser-Busch Cos $028 
European Inv Bank 9 %% 2009 
£237.50 

Hitachi Credit (UK) 1.9p 
Hydro-Quebec 8Vj% Series IK 
1998 £85 

Residential Mtg Sec 1 Class A 
FRN 2034 £10429 
Do Class M FRN 2034 
£197.15 

Do Class B FRN 2034 
£261.98 

Smith & Nephew 2.4p 
Whitbread 8%% Deb 2021 
£4.0625 


TOMORROW 


Abbey Natl Treasury FRN 

1999 $13.98 

Groupe Chaz Gerard 2.55p 
JJB Sports 2.8p 
Klelnwort Devlpt Fund 20p 
Murray VCT 2.5p 
Penna lJ3p 
PowerGen lOp 
Reed Inti 1.75p 
Do 7% Prf 2.4Sp 
Roxspur 0.1 p 
Tenneco $0.30 
Uppsala FRN 2002 $301.82 


■ THURSDAY 
DECEMBER 10 


■ WEDNESDAY 
DECEMBER 9 


Aberdeen Asian Smllr Cos 


AITtedSignal $0.15 
Bank of Ireland UVR Nts 
$1674.65 

Bank of Tokyo-MHsubishi 
Y429 

Central Hispano Eurocapital 
NAT Pref $0.50 
Chevron $0.61 

Electronic Data Systems $0.15 
Exxon $0.41 
Forminster 1.26p 
General Motors $0.50 
Do BDR $0,025 
Halifax 13%% Bds £3406.25 
Headway 1S5p 
Hepworth 3p 


Hewden-Stuart 1.2p 
Higher Education Sec Invs 
Series 1 Class A3 2028 
£634.01 

Do Class A4 FRN 202B 
£693.18 

Do Class B1 FRN 2026 
£734.28 

Do Class B2 FRN 2028 

£734428 - 

Honda Motor Y12 

Ideal Hardware 8p 

Inti Business Machines $022 

Johnston Grp 4.75p 

Lilly (Ell) $0.20 

NaiWest Nts 2009 £201 .01 

Pfizer $0.19 

Portman Bis Society FRN 

1999 £189.08 
RH Donnelley $0,175 
Road Mngnt ConsJd 9.18% 
Bds 2Q0QAJ1 £459 
Sanwa Bank Y4 25 
Standard Chrtd Undated FRN 
Series 3 $301.82 
State Bank of New South 

Wales FRN 2004 $a64^9 
Sumitomo Bank Y3 
Sumitomo Bank Capital Mkts 
Nts 2003 $81000 
Sumitomo Realty & Devlpt Nts 
1999 Y355000 
Taisei 7.1% Bds 1998 
Y710000 

Do 7.1% Bds 1999 Y710000 
Texaco $0.45 
Tokai Bank Y4.25 


Toray Inds Y3.50 
Do BDR Y3.50 
Treasury 8% 2003 £4 
United Techs $0.36 
Wescd 1.1 p 
Young A8.2p 
Do N/V 82p 


■ FRIDAY 
DECEMBER 11 


CNC Props lJ5p 
Cobham 4.65p 
Denmark 316% Internal 
DohtDkrS-50 
DFS Furniture lOp 
English China Clays 5.5p 
FldeTrty Special Value 1.8p 
Fltg Rato Treasury 1999 
£1.792 

Mitsubishi Y4 
Murray VCT 2 1^5p 
Nippon Telegraph & 
Telephone Y2500 
Perpetual Inc & Gwtti Inv 
1.53p 

Provend 325p 
Sakura Bank Y4.25 


■ SATURDAY 
DECEMBER 12 


Hammerson 6%% Cv Bds 
2006 £162^0 


UK COMPANIES 


■ TODAY 
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CONFERENCES AND COURSES 


CONFERENCES 


JANUARY 14 1999 
Shaping the Future: 
Government & Society for the 
21st Century 

CcinterL'nirir lo ickhraic ihc I nth 
xuuvoMf>' or IPPR anti lu Ci'cii'. un ihc 
rorctfk which will ihjpc bUMih;^ und 
povemracru fur the neil 10 }<us. 
Speakers include: Ri Hon Tony Blair 
MR. Ri Hon Neil Kinnnck rKuro- 
Comnii^ionei i. Lord Eaiurell. John 
Monk .1 < General Sccn.'lon, TUC) plus 
biuinesa leaden and *cnior polniciaiu 
[mn France and German*. 

ConLica: Netl Sicwan Auicukb 
TeL 0|71-M0-mi / Fax. -SS33 

LONDON 


JANUARY 27 1999 
East Africa Seminar 
Thu octe-day FT uami hrinpi togahet 
*emor minislen from ihe three East 
Africa! countries and iqipcnu t k c* fmm 
the imenutioaa) business communiry to 
examine recent pruero'* in the East 
African eixjprraoon process. 

Contaeu Catherine MacSwecncy 

FT Conferences 

Tel: +44 171 873.1162 

Fax: +44 171 873 3U67 

e-mail: calherinc.macswe«De>terfLcoiti 

LONDON 


Conferences 

& 

Courses 


Meeting of Minds 
Seminar on: 


For the Financial Services industry. IT is 
a source of competitive advantage. 
Software selection is therefore a 
strategic choice affecting both business 
aid IT managers. 


IT Solutions in 
Insurance 
and Investment 


TrarftionaUy; ri house development was 
the only option available. Today there is 
a dynamic market for package software 
providing ever increasing flexibility and 
functionality at competitive prices. The 
'buy" option can therefore no longer be 
ignored. 


This seminar is an opportunity to 
exchange your views on the subject with 
other professionals in a small informal 
setting. Topics for discussion indude: 


The Leadership Trust 
Foundation, Ross-on-Wye 
"Leadership Sans Frontteres’ 
In every cutture we recognise 
leaders wtio era effective. But 
some leadership styles and 
behaviour are mom effective bi 
some cultures Sian In ottiera. 

Our conference addresses these 
sanBanttes and dHterenc a s and 
considera leadership bath to 
(Afferent cuRurae araind (he world 
and In different business 
environments. 

Contact: John Knight 
Tel: + 44(0) 1969 767667 
Fax: +44(0) 1989 768 133 
email; leaden GdUEpIpexxoin 
Rag blared Charity No. 1063916 


-fCeadeflHp&nit 


Raa-uMVye 


Supply Chain Management 
lideroet Strategies A Best 
Practice 


A two day conference ol case 
sturfes and brteffngs examsmg 
the Imped the Internet can hove, 
and the opportunities It provides, 
for people, profits, partnamh^pe 
and stratagiea. 


Book by 18th December to 
receive a COMPLIMENTARY 
copy of (he near FT Report: 
E-buelneaa in the Supply Chain 
(worth £485). 


Chff Face to Face Media In 

association with Financial Times 
Retail & Consumer 


Cafl 0171 864 1367 
lor more infor mation 


QE2 Centre, London 


MARCH 3 & 4 1999 
FT New Media Conference 

to ibe ifteimafa of the h»"i+ of digital 
television in the UK, the Financial 
Times New Medio conference will 
ex amine the stale of play in (be digital 
market. Issues for debate include: 
opportunities for new entrants, the 
import of comped tioo on the existing 
networks and the consumer's viewpoint. 
Contact: Catherine MacSwecncy 
PT Conferences 
Tek +44 171 873 3162 
Pml- +44 171 873 3067 
email: cartwritr.nacsweeaqrgft.coBi 
LONDON 


MARCH 18 & 19, 1999 

FT European Pensions 


This conference, the fin! in + vaics ol 
Pensions events to be arranged b> the 
Financial Times Group evamme the 
challenging shape of European 
pensions, issues lo he considered 
include: the challenges facing Ihe 
multinationals, the emo - ifnee months 
id and the European legal Ihunewori. 
Contact: Catherine MacSwccnq 
Tel: +44 171 873 3162 
Fat: +4*1 171 873 3067 
e-mail: catbcrioe.macs»eciK> (^fLcarn 

LONDON 


Conferences 
& Courses 




Second Annual Outsourcing 
Conference: The Third Wave 


Anew wavs m o u tsourcing Is. now 
upon us. and rts focus Is on 
integrated partnerships deskyied 
10 deliver measurable business 
benefits. This conference win un 
plenary sessions, case studies 
and workshops to help you 
understand and bene® from the 
latest European trends In 
outsourcing. 

Held in association with EDS 
Fee: £1.095.00 + 

229.95 Belgium VAT 
Fiona DanieH 

The Economist Conferences 
1W: (44.171) 630 1147 
Fax: (44.171) 931 0228 


The Economic 
Confen-nu' 


t 


:*V 

.T. 


.... . r 


Brussels 


• Straight Through Processing - by 
Dick Simpson. Technology Director, 
Foreign & Colonial Management Limited; 


Make or Buy? 


• Weighing Up the Options; Package 
or Seif Build - by Robin Towter, Head of 
Information Management, Royal & Sun 
Alliance investment Management 
Limited: 


18 January 1999 


Cafe Royal, 68 Regent Street, London 


• Pension Trends and IT - by Joanne 
H indie, Director Pensions Development 
NaiWest Life; 


X 


• IT Strategies in a Competitive Market 
- by Albert Spokholt, Vice President, 
Aegon Group. 


In addition, DCE Consultants wfll present 
insights gained from their survey 
u Package Solutions in Practice" 
conducted annually on toe investment 
and insurance package software market 


DCE 


Bi_nnea* ■ mn jforrr-otion Through Inlorrnaiion Tachnokigy 


For more nformabon contact Sarah Smith at DCE 
Consultants United, 7200 Oxford Business Park. 
Oxford OXJ 2E. Tefc 01365 481 429, Fare 01885 
481 482, Erroi Swsnxlh^dceconsultantsxcm 


First Ami sal CFO European 
Stun in it 

The Economist Contaences and 
CFO Euopo have gathered 
together some of Europe’s most 
gonior xnpirelonal flnancU 
eoceartvesandindussryaxpena,to 
share their ImovaSve ideas and 
pracftces. 

If you am a aeraor finance eocscutivo, 
doril mlBS this conference whUi wl 
focus specifically on bay Imm 
aSectog you and your peats. 

Held In association with FaopiaSaft 


and PricewBtertxjuseCoopere. 
Fee: £1.1953)0+ 

£25095 BelgUn VAT 
Fiona Danteil 

Tin Economist Conferences 
Tel: (44.171) 830 1147 
Fax: (44.171) 931 0228 


Brussels 


FINANCE DIRECTORS 


WANT TO AVOID TAX PENALTIES? 

READ ON... 


FEBRUARY 15 1999 

FT London Motor Conference 

Productivity and competilivenes* in the 
UK motor industry and the itnpaci of 
*grcy imports" on die new and n«d car 
market are among ihe key ilium lo be 
discussed Speakers include: Professor 
Garcl Rhys OBE. Cardiff Business 
School. Mr Graham Broome. SMMT 
Industry Forum and Mr Michael 
Woodward. KPMG Managemcm 
Consulting. 

Cosuo: Joann Edwards 
FT Conference* 

Tet +44 171 873 3374 
Fa* +44 171 873 3067 
email: joamuLedwacdst^FT.cwa 

LONDON 


Conferences 
& Courses 


LANGUAGE COURSES 


FAST, EFFECTIVE, AFFORDABLE 


Would speaking your 
Customer's language 
have made the 
difference ? 


Did your last meeting overseas go as weft as you had 
hoped ? No ? Why not ? Did you lose out to a competitor 
who did speak toe language of toe customer 7 
Don't tet It happen again - 


Call BERLITZ for details of 'Doing Business in' 
French/German/Spanish NOW on 

0171 - 915 0909 
0121 - 643 4334 
0161 - 228 3607 
0131 - 226 7198 


Helping toe Worid Communicate. 


COURSES 


DECEMBER 16-18 
btreMn~panmntnl 
De m yst i fying Company 
Reports and Accounts 
■ The RegoUiory Framework ■ 
Accounting Sundarvb * The Audit 
Rajuunwnt • Accamtmp for Groups and 
C cm no 1 1 doled Statement* ■ Director*' 
responsibilities - Turnover. Trading 
Expense v Pre-iu Pro □ u • Corporate 
LLvuion. Dividends and Earnings per 
Share • Share Valuation • Cashflow 
Sraiemcnts • Proftcibibsy. Lnjmduy and 
Sohins Ratio. 

3 Days 

Contact: Bochin Training & Consulting 
1-6 Lombard SL ECJV 9 AA, London 
Tel: 0171 0S6633 Fax: 0171 9296644 
Email. feichin^bucbuLCom 

LONDON 


JANUARY 18 -22 

tHreHin • pmtn&nh AanaW knomtmOga 

Introduction to Corporate 
Credit Analysis 

• Typo of Borrowers and their needs 
- Techniques of Credit Analysis • Profit 
and Lots account and Balance Sheets 
■ Spreading, Ratios. Annual Repons. 
Financial Analysis • Cashflow. 
Forecasts. Sensitivity Analysis 

• Structuring and Covenants • Analysts 
of Risks. 

5 Days 

ContKt: Birdrin Training & Consulting 
1-6 Lombard SL EC3V9AA, London 
Tel: 0171 929 6633 Fax: 0171 929 6644 
Email: bnchutPbiicfaiacom 

LONDON 


JANUARY 6 - 8 

tifrcHn - partners «i ftnancM tomtfMgn 

Property Lentfing 

- FreehoSd and Itwsdwld Land. Soaehcs 
and Rcghanoon. and IVopetty Leg&tdioo 
• The mtcrprciauon of Independent 
Profesvtocal VahmtioiB. and ihe Valuers 
»mes ami Otdiganom ra the Ctiem - The 
Plam»n$ PlOCtv. (runt Applicaiion to 
PcrmisMon • Obligations and RtghK 
Offered h; Canvcnlional Biuldiag 
Commas « Analysing Project Cash Rons 
and FmaocuJ ProjectitxB • Legal Capaoly 
oj Vanous Types ot Bottwos to incur 
debt * Loan Dwramenlutioti • The 
Regulator) Enviromnent. 

3 Days 

Contact. Bncriui T raining & Consulting 
1-6 Lombard SL ECJV 9AA. London 
T* 0171 929 665? Fax: 0171 9296644 
Email biictun^buctuiLconi 

LONDON 


FEBRUARY 10-12 1999 
Advanced Finaodal Modeling 
wRh Excel 

(Extra defer due to popular Je 


ml) 


Aimed at dioK whose work involves (he 
use of Eiart d develop financial models 
particularly those in M&A, M^uixilian 
financing and projea finance. Modelling 
techniques include • array arithmetic 
■ linear regression • optimisation ■ nxmie 
carlo simulation • financial framework 
for model ting - development of a folly 
integrated ncqiiiaiijan model • assumes 
uKcnncthuK knowledge of EsceL 
Contact Zee Davies at FSMD for derails 
Tet 44 1011625530050 
Fat: 44(01 1625 523937 
E-Mail: training9tsnidcauic 

LONDON 


The rules applying to 
iinemafional transfer pricing 
are changing radically. 

Failure to comply could lead 
lo severe tax penalties, 
whilst planning now will 
save you time and money. 

What are the implications of 
the new legislation and how 
can you comply? 

International Transfer 
Pricing; A Practical Guide for 
Finance Directors, a timely 
new report from Financial 
Times Management 8riefings, 
offers you the essential 
guidance you need on 
planning an effective Transfer Pricing strategy. It explains 
toe implications of toe changes in legislation for all 
multinational companies and details what you can da 
now to prepare. 




ORDER NOW 

FOR £75* 


International Transfer 
Pricing- A Practical 
Guide for Finance 
Directors 


v. MVNy‘> 
if I'RAM 


[ n^ANOAXTlMiS 

MANAGEMENT 


Contents: 

• An introduction to transfer 

pricing 

• Tax and transfer pricing 

• The arm's length principle 

• Transfer of services and 
intangible assets 

• Successful management of 
transfer pricing 

• The transfer pricing 
implications of business 
reorganisation 

• Transfer pricing investigations 

• International transfer pricing 
survey 


t 


► FAX your order to: +44 (0)l704 506685 


► CALL our order hotline: +44 (0)l704 508080 


International Transfer Pricing is available from 
1st January 1999 - so reserve your personal copy 
today for just £75. 


► E-MAIL US AT : order# ftmanag 


ement.com 


► COMPLETE & POST THIS FORM TO: 

Fmancal Times Management. FREEPOST. LON 8663 
Southport, Merseyside PR9 9BR. 
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SPAIN’S EBRO VALLEY 


MONDAY DECEMBER 7 1998 



The thriving economy that has sprung up on the banks of the River 
Ebro is to be strengthened by fresh infrastructure, says Tom Bums 


Spain's Ebro river, .which 
has its source near the 
northern Cantabrian coast, 
flows east, . for nearly 
1,000km, into the Mediterra- 
nean, where it forms a large 
delta below Barcelona. A 
corruption of Jber, which 
meant river in pre-Roman 
Spain, ft lent its name to the 
Iberian peninsula- Today, 
the river’s' valley is home to 
some of the brightest busi- 
ness prospects south of the 
Pyrenees. 

For more than a third of 
its course, as it flows 
through the wealthy regions 
of La Rioja, Navarre and 
Aragbn, the Ebro forms a 
discernible "economic corn- 
. dor" and a "development 
axis" stretching, across the 
north of Spain. : 

It is an area of diversified 
growth and strong 1 invest- 
ment that connects; - via a 
motorway that runs parallel 
to the river, the two long- 
standing industrial' centres 
of the peninsula, the Basque 
Country and Catalonia. Zara- 
goza, the corridor’s largest 
.city, lies . on the road 
and rail routes from Lisbon 
and Madrid into the heart of 
Europe and it is rapidly 
becoming a communications 
hub. 

A “development ass” Is 
defined as an area that com- 
prises several well connected 
neighbouring regions that - 
have a common population , 
density as wen as a similar 
or complementary economic 
profile. Together they must 
constitute a magnet for 
investment ’ 

The Ebro .valley, whose 
inhahttanfat share a per cap- . 
ita inconjie . that ! is comfort- 
ably above the Spanish aver- 
age ;and convergent with 
that of the European Union, 



universities in Logrofio and 

in Zaragosa, the capitals of 
La Rioja and Aragdn, and 
two in Pamplona, the Mphai 
of Navarre. 

The educational authori- 
ties of the regional govern- 
ments coordinate the d 2 §er- 
ent faculty programmes on 
the state campuses, and the 
University of .Navarre .- in 
Pamplona, a private institu- 
tion created more than 40 
years ago by the Opus Del. 
religious order, is regarded 
as one of Spain's best univer- 
sities. 

Two powerful economic 
engines, both of theta huSt 
primarily for the export mar- 
ket, stand at the ftnrtn of the 
corridor and provide TnnwJa 
to its industrial activity. 

Volkswagen operates a tig 
.factory: in Pamplona and 
Opel runs an even larger one 
370km south-east near. Zara- 
goza. Suppliers to both car 
centres occupy modi of the 
space in the industrial parks 
that fine tire A-68 motorway 
along the Ebro valley. . 

Last month, Iberdrola, the 
large domestic power group, 
clinched a -. far-reaching 
agreement with the regional 
government of La Rioja to 
build a combined-cycle plant 
and develop a new MwtiM 
park midway along the corri- 
dor near the town of Caste- 
j6u. There are already 10 
large parks on the Rioja side 
of the Ebro and the local 
administration is anxious to 
move as much industry as 
possible on to thesp sites. 

The automotive compo- 
nent plahts Tnafcp up the cor- 
ridor’s industrial backbone 
but manufacturing activity 
extends to - several other 
areas such as the white 
goods- sector Sweden’s 
Electrolux has concentrated 
output, of refrigerators; 

atTtts Ebro Valley "base - 

v- V"v - -. 


and agribusiness. 

lb all the sectors there is a 
Tnhf of gmaii a nd mecthim- 
rized enterprises and of large 
companies, semes cf which 
are nT»>irtT)^»H n naig — there, 
are more than 100 whoDy or 
partly fbreJgD-owned compa- 
nies in Navar r e alone. •• - 
The challenge that the 
Ebro valley faces lies in 
ensuring that Us .industrial 
base remains competitive in 
the new eurozone environ- 
ment Much inward invest- 
ment, here as elsewhere in 
Spain, has in the past been 
induced by favourable 
exchange rates, government 
incentives and cheap labour 
costs. With the onset of the 
. single European currency, 
the area win have to rely far 
more on its ability to deliver 
productivity. 

; Much new investment hoc 
been in highly co mp e titi ve 
sectors such as the automo- 
tive components business, 
and is linked to two plants, 
Opel and Volkswagen, whose 
future industrial strategies 
win he shaped by derisions 
that are made a long way 
from the Eton’s banks. Both 
multinationals arrived at a 
time when - competitive 
devaluation was the order of 
the day in Spain. 

The Opel plant near Zara- 
goza is the Aragdn region’s 
manufacturing heavyweight. 
But it is also an example of a 
potentially dangerous con- 
centration that highlights 
tiie region's industrial ' weak- 
ness. It is estimated that 
OpelEspaha generates 20 
per-cent of -Aragfin’s gross 
domestic product and that 
its suppliers account for at 
least a further VJ per cent 
. Not before time, diversffi- 
cation is becoming a priority 
in the Ebro valley and agri- 

hmto—B kgrlninspH ri ftin 


taries that descend from the 
Pyrenees and from a series 
of interlocking sierras that 
make up the Sfstema Jb&ico 

mnuntaiTi range SOUth Of the 

valley, the Ebro irrigates a 
highly fertile area as it Sows 
through La Rioja, Navarre 
and Aragdn down to Zara- 



One of the tributaries, the 
Rio Qja, gives its name to 
the Rioja region and to Rioja 
wine. It joins the Ebro at the 
town of Haro, which lies at 
♦hci northern of cor- 
ridor, gTifi is the headquar- 
ters for some of the best- 
known Rioja bodegas. 

Wine-making - vintages as 
well as taihy wines - is aicr* 
very strongly implanted in 
Navarre. 

..The wine industry has 
lately Extended down the 
valley into Aragdn' where. 
I the profitable vineyards' 
have come oh stream using 
;the latest bodega technology 
land the - Somontano and 
Czunpo de Barja denomina- 
tions. Throughout the area, 
the trend -fs to innovate 
to blend fine. wines for the 
upper se gm en t of the mar- 
ket 

The fast development of 
quality horticultural pro- 
duce and its conservation, 
par ticular ly of mushrooms 
and asparagus by the Ebro 
valley towns of Calahorra 
and Tudela, rivals that of the 
wine sector. 

One of the shared features 
of the three regions on the 
corridor is the even diversifi- 
cation ; of their economic 
base between industry and 
agriculture. 

Good] infrastructure is a 
key component of an eco- 
nomic corridor and the Ebro 
valley, thanks to the A-68 
motorway which links Bil- 
bao to, . the Mediterranean 


tribu-. 'in tins'. 





PROFILE 

PEDRO SANZ 


The founder 
of a 




practical trini 


A communion of thought has led to useful 
co-operation with other regional leaders 


It is economists and 
planners erf different hues 
who dream up concepts, 
draw a swathe across a map 
and call the geographical 
space they have created an 
axis. 

It is politicians who give 
such laboratory brainstorms 
a political spin and make 
them achievable. Pedro .* 
Sanz, president of the 
regional government of La 
Rioja, is a politician. 

In April 1995, Mr Sanz, .’ 
who was campaigning. for 
the job be now holds, held a 
meeting In Logrofio, Rioja’s 
capital, to which he fewfted 
Miguel Sanz (no relation), 
who was running for the 
presidency of Navarre, and 
Santiago Lanzuefat, the 
candidate to head the 
regional government of 
Aragdru 

The trio drew up a 
document that pledged 
mutual co-operation to 
develop the “Ebro corridor, 

and in the regional elections 
that were held a month later, 
all three were elected to . 

office. ' ’ ■ " : V ' . 

Pedro Sanz looks back -on 
whathe caJte-thdLogrofto- 


Navarre have also agreed to 
take patients from Rioja who 
live closer to Navarre 
hospitals than to those in 
Rioja that are a dmWetered 
by their own local health 
authorities. 

. These, and other similar : 
initiatives, may seem small 
steps along the path of 
co-operation but by the 
standards of foe turf wars ' 

that characterise 
relationships between - 
neighbouring regions 
elsewhere in Spain foey are ' 
milestones. - 

"None of us wants to lose 
our personality and identity," 
says Rioja’s president "But 
we are aU open-minded and • 
foe three of us think 
along similar political . ’• 
fines." «*• •. • ' 

Common thinking' is not 
surprising since Pedro Sanz: 
and Mr Lahzueia are both 
foe heads in their respective 
regions off Spafrfs 
centre-right ruling Popular - 

party and Miguel Sanz runs 
the Union of foe People of 
Navarre; tfc Navarrese '. 
aquwaJenL .f 

They Centered panties at 

u time iriitelate 1980s.. ■ 



Pedro Seta, president of Rioja, and Ms counterparts in Arasdn aw* 
Hu n an * hw» launched ]ofat rtmmto p m an t pnja cto , hetofag an ■ 
asparagus research p rogramme AP, montage: Gay Cummfra 
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‘In Rioja we have a more than 
acceptable standard of Hying , 1 says 
Mr Sanz, ahd the same tan be 
claimed for Aragdn and Naraire . 



summit and 

already claim “very positive 

. The three administrations .- 

foe production tf a^P*®®** 
which Is grown fnjfltiwjr, 
regions and marketed unaer 
■foe common Esp&THgo d? 
Wavurra label ’ 

The health authorities of 


WftenJas6 Maria Aznar, now 
foe prime minister; became - 
-opposition loader at the 
head dhhe Popular party. 
iridiB foree represent the 
-rehmtet cf foe centreright 
under the aegis of Mr 
Aznar- 

_• "We are all loyal to 
anartj political project,' 
saysRtoja's president, 
speaking for. the three of 


them. “We ses the Popular 
parly as fonvarri-fookfeg and 
-responsive."' ‘ 

Such a communipn.wtth - 
foe- pofltics foal emanate 
from the central government 
in Madrid is hard to find 
among regional- politicians in 
Spam; 

Pedro Sanz takes a 
poBticaHy correct Popular 
party Gnewhen.be argues 
that “society must fuel 
politics" and that 
"governments must be the 
image of society*. The 
pared-down arkmnistraBons 
and foe market-driven 
poBdesfoat- Mr Aznar, , 
■preaches are steady n>uchL 
easier tobnptement along 
the weaifoy Ebro vaSey than 
elsewhere to Spain. ■ - . 

. “to Rioja wa have a more 
.titan, acceptable standard off 
Wng,’says Mr Sariz r and- . 
the same c&nbe claimed for 


Aragdn and Navarre. ' 

- Opinion polls suggest that 
Mr Sanz wifi be re-elected 
fora second term next year 
when regional elections are 
due, as will his namesake in 

Navarre and Mr Lanzuela in 
Aragdn. 

The three regions have 
tow unemployment anti high 
business confidence levels. 
And the feet-good factors of 
strong economic growth and 
low interest rates have 
fed through to the 
voters.. 

This suggests that shared . 
thinking about Ebro valley 
co-operation wM-gain -- 
momentum. There Is st31 
much to be done to improve 
Infrastructure,- share 
resources and jointly 
develop industrial parks. 

Tom Bums 


■x- 


terranean seaboard, from the 
French frontier, through 
Barcelona and down to Val- 
encia, forms the peninsula's 
other economic corridor. ' 

The Ebro valley promises 
to get closer to achieving its 
full potential over the next 
five years under a clutch of 
large Infrastructure projects. 
There will be a high-speed 

train folk between Madri d. 
Barcelona and the French 
frontier passing through 
Zaragoza; a new motorway 
connecting Valencia with 
Zaragoza and entering 
France through a tunnel 
midway along the Pyrenees; 
and another new motorway 
connecting Pamplona with 
Madrid. 

Political leadership is as 
important as infrastructure 
in the development of. an 
economic corridor. One oi 
the Ebro valley’s best assets 
is the close co-operation 
between the local govern- 
ments of La Rioja, Navarre 
and Aragdn which bucks the 
more usual pattern of 
intense rivalry between 
neighbouring regions in 
Spain. 

; Shared thinking over the 
future qf the Ebro valley 
owes much to good personal 
ties between the presidents 
of the three regional govern- 
ments, two of whom are also 
local leaders of the centre- 
right Popular party, while 
the third, the president of 
Navarre, belongs to a sister 
party, the Union of the 
People of Navarre. 

The thrust of the three 
governments Is pro-business 
and several top officials, 
such as the head of 
Navarre's industry and trade 
department, who is a retired 
Volkswagen senior execu- 
tive, have been recruited 
from industry into the local 
administration. 

The common interest in 
developing the Ebro corridor 
for their mutual benefit has 
allowed the three govern- 
ments to overcome possible 
conflicts arising from the 
special tax breaks that are 
available in Navarre due to 
the region's independent Bs- 
pal system - jcomjH&y fag in 
Navarre is levied at 30 -per ' 


cent instead of at the Span- 
ish norm of 35 per cent. 

Fears that companies in 
Aragdn and La Rioja would 
relocate to Navane to take 
advantage of such incentives 
have not materialised to any 
significant degree. 

The Rioja- government is 
in fact far more wary of tax 
breaks offered by the Basque 
Country which also fixes 
and collects its own taxes, 
and It has lodged official 
complaints in Brussels alleg- 
ing unfair competition. 
Navarre, which likewise bor- 
ders the Basque Country, 
shares this apprehension. 

Within the Ebro valley, all 
evidence points towards 
growing co-operation among 
the local governments and 
an increasing mix of com- 
mercial and Industrial activ- 
ity. Navarre wine companies 
aze buying Rioja vineyards. 
Rioja component manufac- 
turers supply Volkswagen’s 
Pamplona plant, Aragdn 
asparagus growers market 
their produce through 
Navarre brands, and 
Navarre shoppers travel 
down the A-68 for buying 
sprees at Zaragoza’s hyper- 
markets. 



Not |ust a pretty piece: the vafley is an Investment magnet too 
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TERUEL 


Close to 

everybody 

and 

everything 


A R A G O N 


(Spain) 


Aragon is whar you are looking for, 
thanks to its exceptional and strategic 
location in the centre of the northeast 
of Spain... thanks to its road network, 
its water resources, 
its energy resources, 
its industrial and services network, 
thanks to the quality of its hotel 
industry which caters for tourism, 
sports, leisure and business 
conventions, 

thanks also to its artistic and 

historical heritage, 

the beauty of its landscape. 



especially 
the future 


the ideal size of its cities that provide 
a better quality of life, 
thanks to its development of plans 
for infrastructures such as Zaragoza's 
airport that, due to its exceptional 
conditions will possibly become one 
of the most important freight centre 
in Europe. 

For these and many other reasons: 
Aragon. 

In Aragon the future brings us 
closer to you. 


5S5GOBIERNO 
DE ARAGON 


www.aragob.es 
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INFRASTRUCTURE by Tom Bums 


The best-laid plans 


are market-driven 


Zaragoza could become a transport hub for links between France and the rest of 
Spain, if industrial investment in the region is taken as an impetus 


Spain’s transport 
infrastructure has been 
obsessively centred around 
Madrid ever since it became 
the country’s national capi- 
tal more than 400 years ago. 

If all goes according to plan, 
the Ebro valley and Zara- 
goza, at the eastern entrance 
of the “corridor", will 
change Hife- 

Currently, the road, rail 
and air networks fan out of 
Madrid - which is slap in 
the middle of the country - 
like the spokes of a wheel. In 
what has historically been a 
political statement that 
asserts the power of the capi- 
tal. 

In a country that has 
undergone rapid administra- 
tive decentralisation, Zara- 
goza now stands to become a 
regional hub of considerable 
proportions, second only to 
Madrid itself, and this devel- 
opment lends a whole new 
profile to the Ebro valley. 

New infrastructure invest- 
ment, some of it virtually 
Implemented, some of it in 
the making and some of It 
still on the drawing board, 
touches on road, rail and air 
transport Even if the final 
results fall short of current 
expectations, the combined 
impact of these initiatives 
will be extremely beneficial 
for the Ebro valley and 
exceptionally positive for 
Zaragoza. 

The guiding principle 
behind much of the infra- 
structure planning is that 
the two existing road and 
rail entry points from Spain 
to France - one at the west- 
ern end of the Pyrenees by 
the Basque Country at Hen- 
daye and the other where 
the Pyrenees meet the Medi- 
terranean to the east in 
Catalonia by Perpignan - 
are both close to saturation. 
A third entry to the core of 
Europe therefore needs to 
opened up and this logically 


must lie half way along Pyr- 
enees and. thus to the north 
of Zaragoza. 

The first tangible result of 
such strategic thinking is 
the near completion of a new 

dual-lane highway that runs 
from near Valencia, on the 
Mediterranean, through 
Zaragoza and on to the heart 
of the Pyrenees where it 
enters a tunnel at Somport 
to emerge in France, close to 
Pau. 

The new highway creates 
enormous added value for 
the Ebro valley's A-68 motor- 
way which runs through 
Zaragoza to reach the Medi- 
terranean, south of Barce- 
lona. It gives it a second 
point of access to the Medi- 
terranean as well as a direct 
route to Valencia, and an 
alternative entry into 
France. 

Still very much at the 
planning stage is a second 
t unn el through the Pyre- 
nees. west of Somport, that 
should take rail freight into 
France by Vignemale and 
ease the pressure on the 
Hendaye and Perpignan bor- 
der crossings. 

The Vignemale project is 
vast in its conception. - the 
projected tunnel will run for 
some 40km, putting it in the 
Channel Tunnel league - 
and claims nothing less in 
its purpose. It will be a gran- 
diose link between the Euro- 
pean rail network and that 
to the Iberian peninsula, 
shifting freight from Stock- 
holm to Lisbon via Madrid 
and, of course, through Zara- 
goza. 

Santiago Lanzuela, presi- 
dent of the regional govern- 
ment of Aragdn. becomes 
visibly excited when be 
speaks about the Vignemale 
tunnel at his Zaragoza head- 
quarters. He says that Jose 
Maria Aznar, the prime min- 
ister. and forward-looking 
officials in Brussels are 


enthusiastic about the proj- 
ect and that he himself has 
already held exploratory 
conversations with engineer- 
ing consultants who were 
involved in the construction 
of the nhamml T unnel 

Far more immediate is the 
plannned high-speed train 
link between Madrid, Barce- 
lona and the French border. 
It should be complete within 
the next three to four years 
and. again, Zaragoza, half 
way between Madrid and 
Barcelona, stands to gain 
substantially with rapid 
access to both cities. A key 
spin-off of this project is that 
it will put Zaragoza, via the 
high-speed train, at little 
more than 90 minutes’ travel 
time from the international 
airports of Madrid and Bar- 
celona. 

Air transport is something 
of a vexed issue for those 
who predict such an exciting 
future for the Ebro valley 
because, bar a few local 
flights to Zaragoza, it is con- 
spicuously absent from the 
region, ironically, Zaragoza's 
airport is huge, or at least it 
has two very long runways, 
because until the late 1980s 
it was the site of a US air- 
base. 

Mr Lanzuela believes that 
the former base is ideal for 
developing an important air- 
freight business to consoli- 
date a role for Zaragoza as a 
logistics hub for perishable 
goods. The idea, which will 
involve building rail access 
to the airport and settingup 
refrigerated warehouses, has 
important supporters, not 
least Juan Jos£ Sanz, the 
chief executive of the Opel 
car plant outside Zaragoza. 

As the plans develop, 
there is little doubt that 
Zaragoza, by Car the biggest 
urban centre on the Ebro, 
will put on a lot of muscle. 
Mr Lanzuela is confident 
that the city will become the 


“new communications cen- 
tre" for the most p rospe r ous 
regions of Spain. Given that 
Zaragoza is at the centre of a 
triangle formed by Madrid, 
Bilbao and Barcelona, it is 
hard to fault him when he 
makes such claims. 

The rest of the Ebro Val- 
ley,' upriver from Zaragoza, 
is also putting down infra- 
structure markers and the 
petitions to central govern- 
ment in Madrid up to 
quite a shopping list 

A key demand Is to pro- 
mote rail freight by upgrad- 
ing the mrigting railway that 

runs along the river a nd th e 
A-68 motorway. Such a 
crhamc WOUld link thp val- 
ley to the main rail networks 
between Madrid and Bilbao 
an d Madrid and Barcelona, 
both of which are being 
upgraded. 

Other infrastructure bids 
include improved road Wnirs 
between Logroflo and Pam- 
plona. similar dual-lane 
access between Logroflo and 
the town of Burgos, which 
lies on the main Madrid-Hen- 
daye highway, and a new 
highway linking Pamplona 
directly to Madrid, which 
would remove bottlenecks at 

Burgos. 

Of these three petitions, 
only the last has gained the 
required budgetary approval. 
Work has already com- 
menced on what will become 
a key route from central 
Spain into the most industri- 
ous zone of the Ebro Valley. 

The regional authorities of 
Navarre and Rioja expect 
that the sheer volume of 
traffic in the area win expe- 
dite the green light for the 
other projects. They are 
probably right. From Zara- 
goza, along the river, to 
Logroflo, industrial Invest- 
ment grows significantly 
every year and the best 
infrastructure plans are 
invariably market-driven. 



PROFILE 

OPEL ESPANA 


Driving force 
behind a region 


Last year Juan Jose Sanz, 
chairman and chief 
executive of Opel Espafla, 
invited King Juan Carlos to 
high-profile celebrations to 
mark the fifteenth 
anniversary of the 
company's production 
start-up at Figeruelas, 30km 
east of Zaragoza along the 
Bm> valley. 

A few weeks earlier the 
General Motors subsidiary 
had notched up production 
of five million Coreas, the 
small car that is the 
Figeruelas plant's main 
product. 

The impact of the 
carmaker on the economy of 
Spain in general and of 
Aragdn in particular is hard 
to exaggerate. The huge 
Figeruelas site, led by a 
network of component 
factories, is the basin that 
draws the bulk of the 
region's industry. 

"When I arrived here I 
looked round at a pretty 
bleak landscape and all I 
saw was goats and a couple 
of donkeys," says 


Madrid-born Sanz. That was 
in 1980 when Sanz, who had 
studied engineering with 
Opel In Gem any and 
business administration with 
GM in the US, was sent to 
supervise the construction of 
the Figeruelas plant 

When he returned in 1990 
to take charge of production 
at the site a 24-hour, 
three-shift working schedule 
had been negotiated with 
unions, more than two 
million Coreas had been 
produced and Figeruelas 
was a regular winner of the 
annual quality prize that GM 
awards among its overseas 
plants. 

Production at the plant 
was approaching a cruising 
speed that now allows it to 
manufacture 91 vehicles an 
hour, around 445,000 a year, 
90 per cent of which are 
exported. 

The car producer was also 
in the process of attracting 
suppliers to Its backyard. 
“This was aO still pretty rural 
when we came," says 
Ventura Ramos, general 


manager of the Belgian 
exhaust systems 
manufacturer Bosal, which 
heed a plant in the 
Figeruelas area in 1992 and 
set up its own production 
centre there four years 
later. 

Bosal is one of several 
companies that deliver 
components in sequence to 
the main plant’s production 
line according to the motor 
industry's just-in-time 
precepts. Mr Sanz says that 
25 per cent of Opel 
Espafta’s Pta225bn ($1.5bn) 
bfli for purchases in Spain 
now comes from suppliers In 
the Figeruelas area. 

ft is estimated that Opel 
Espafta accounts for 20 per 
cent of Aragdn's gross 
domestic product and that 
its suppliers represent at 
least a further 10 per cent 
Such statistics worry Mr 
Sanz, who became the 
company's chairman in 
1994, and he urges the 
region’s authorities to 
diversify. 

“I don’t want Aragdn to 
suffer if one of our markets 
falls," he says. 

Mr Sanz expects Opel 
Espafla to benefit strongly 
from the arrival of the euu, 
and says: "It is going to help 
aH the Spanish auto sector 
but it win be especially good 
tor us because we are so 
export-focused." 

But he also hopes the 
Ebro corridor, as it passes 
through Zaragoz a , wilt 
attract new industries that 
wffi lessen the region's 



SMBs merchant J. J. Sanz 


dependence on' the car 
producer. 

"There is a lot of space 
and a lot of water here, a 
superb strategic position 
and, in part thanks to us, an 
appreciation of quality and a 
high level of skills he 
says. 

As an important figure in 
the region, whose opinions 
are Bstened to, Mr Sanz 
wholeheartedly backs calls 
for investment to update the 
region’s infrastructure and 
he is also increasingly 
interested in biomass 
initiatives that will give 
added value to the area's 
fanning. “We stffl need to 
keep people on the land," 
he says. 


Tom Bums 



OpaTs Hgenieias plant, which has output more than Sm Coreas, has been of immense Importance to the Aiag6n economy 



PROFILE 

AZKOYEN 


Cashing in on an 



As a vending machine giant, Azkoyen is 
poised to profit substantially from the 
advent of the new European currency 


The machines mffikxis of - 
Spaniards use every day ' 
when they buy cigarettes in 
a cafe or coffee in tee office 
are more mealy than not to 
conae from Peralta, in tee 

rural depths of the Navarre 
region. 

Before the Azkoyen group 
started in a small way In the 
1940s there was no 
manufacturing tradition in 
this area But in the' fields 
outside Peralta, just north of 
the River Ebro, a duster of 
industries has since grown 
up, in many cases 
connec te d to the original - 
venture. 

Along with components 
suppliers, there is a direct 
rival in the same line of 
business, Jofemar, a 
specialist in tobacco and . 
drinks machines set up by 
former Azkoyen employees 
and now Its chief domestic 
competitor. 

For three decades, 
Azkoyen was a small . : . 
family-owned workshop. But 
it has since developed into a 
leading international 
manufacturer of vending 
machines and electronic 
change mechanisms, with a 
large portion of its shares 
now held by foreign 
Institutions and a. name that 
since tee early 1990s has 
become hcreasingly famifiar' 
in other parts of Europe 
outside Spain. 

The company, with 800 ' 
employees and sales last 
year of Pta16.4bn ($11 5m), 
recently made it Into Forbes 
magazine’s fist of the 100 
fastest growing small 
companies outside the 
US. 

One of the three other 
Spanish companies on the 
fist - Viscofan, a sausage- 
skin maker and food group 
- also haBs from Navarre. 

‘ Maintaining a majority 
shae of ha core market in 
Spain, Azkoyen is also a 
dominant force irvPortugal 
and now claims to be the 
top suppler of cigarette 
dispensers in the UK. With 
marketing offshoots also in 



Franca and Germany, the 
share of sales going abroad 
has doubled since 1992 to 
over 30 per cent Ricardo 
Armenddriz. an Azkoyen 
director, says exports should 
make up between 40 and 50 
per cent of the total within 
the next two or three 
years. 

Few industrial sectors 
stand to be quite so directly 
affected tty the introduction 
of the European single 
currency. Until now, different 
requirements for coin 
selection mechanism s have 
kept the European market 
fragmented along national 
fines, says Mr Armenddrtz. 
The changeover to euro 
coins, due to take place in 
Spain and most of its 
European Union partners 
just over' three years from 
now, promises to. transform 
the Industry. * 

Azkoyen is now poised to 
take a significant share of 
the business generated tty 
the transition - substituting, 
adapting or reprogramming 
machines to take euros. 
Reckoning that there are 
between 9m and 10m . . 
automatic coin-operated 
machines in Europe. lt has 
been building up capatityto 
meet the extra demand. 

From next year, it plans to 
be supplying equipment 
capable of operatiig and . 
giving change In either 
existing currencies- or euros, 
and of btodcog the former 
when tee-old coins are' 
phased out- 

It was not always quite so 
hi-tech. Prior to st a rti ng tee 
company, Its founder, burs- 


Azkoyen dt*ns to be the UK’s top supplier of cigarette machines 


Troyas, spent some time bv 
G ermany arid came back to 
Peralta fol of ideas about 
what could be done by 
machines. He called his 
venture Azkoyen after the 
name given to Per^ta in the 
Basque language, also used 
by the local footbafi team. 

Early projects included 
potato and asparagus 
p oo l ora , and an automatic 
cot for lulling babies to 
sleep. Vending machines 


only came later. The pace of 
change accelerated In the 
mid-1970s, when tee • 
company also began making 
coin -selectors for games 
machines:'. 

" A 70 per cent stake was 
sottto a group of investors 
and the regional 
development agency. The 
company branched out into 
machines for hot drinks. The 
1980s brought cold drinks, 
ele ct ro nic technology, a deal 
to make mechanisms for ' 
pay-phones, a stock market 
listing, and diversification 
Into catering equipment 
Products ranging from 
ice-cube makers to coffee 
percolators are now made at 
a separate site outside 


Pamplona. By the same • 
logic of market-driven i 
expansion, Azkoyen now . 
also does its own line In 
coffee beans. 

Sales growth has been 
running at over 20 per cent'-; 
so far this year and tee total 
will have doubled over the 
last five years. Net profits 
have been rising recently at 
a more modest rate of about 
9 per cent, reflecting the 
investment effort The *-/ 1 
company has so far stuck to 
a policy of financing itself 
from its own resources 
rather than resorting to bank 
loans. 




David White 


INDUSTRY by Tom Burns 


From motor cars 
to mushrooms 


k 




The valley's industrial corridor is widening its range of strengths 


If the Ebro were navigable it 
might be considered a cousin 
of the Rhine. It sweeps 
majestically through vine- 
yards and intensive agricul- 
ture, bottling flfld canning 
plants, cathedral towns, 
Industrial parks and castles 
perched on crags. 

La Riqja and Navarre, two 
key regions that border Its 
banks, compete with each 
other to claim they have the 
highest industrial added 
value per capita in Spain, 
comfortably . ahead of the 
Basque Country, which lies 
close to the source of the 
Ebro, and of Catalonia, . 
where the river flows into 
the Mediterranean. - 

Opel Espafla, one of the 
brightest jewels in the Gen- 
eral Motors crown, is located 
by the Ebro in Aragfln, a 
sprawling region that meets 
the river as it leaves- Rioja 
and Navarra. Down river 
from the car plant, Zaragoza, 
Aragdn’s capital and the 
fifth largest dty in Spain, is 
a thriving urban, centre 
where new consumer prod- 
ucts are traditionally tested 
for the domestic market 

Suppliers have , clustered 
round Opel Espafla in Ara- 
gfrn bat an important one. 
Delphi' automotive systems, 
which is part of the GM 
group, lies upriver and close 
to Logroflo, the highly pros- 
perous ca pit al of Rioja, that, 
like Zaragoza, has handsome 
bridges that span the Ebro. 

Opel is by no means the 
only draw. Plants linked to 
the automotive sector are 
located along the river 
because they are within just- 
in-time striking distance of 
important manufacturing 
centres operated by Volks- 
wagen and. Nissan in Pam- 
plona and by Mercedes-Benz 
in Vitoria. 

Old towns along the Ebro 
provide industrial surprises 
and fflnstrate the degree of 
local enterprise.- Axnedo, a 
short way back, from tire 
river in Rioja, .is the centre 


of fast growing export-ori- 
ented leisure and youth shoe 
industries that are backed 
up by impressive computer 
aided design and manufac- 
turing systems and a Riqja 
government-funded, research 
and development centre. 

Mushroom farmers on the 
bonks of the Ebro in nearby 
Calahorra, which boasts a 
gothic cathedral, farmed a 
cooperative, Champiunifin, 
to can their crops in 1992. 
The company was producing 

14.000 tonnes of canned 
mushrooms four years later. 

21.000 of -which were 
exported, and is currently 
investing close to US$zbn in 
new machinery. 

" r Todela, down river arid la 
Navarre, Is file centre of the 
asparagus agribusiness and 


focus on problems." 

“The Ebro joins three dis- 
tinct communities, it doesn’t 
separate them," says Sant- 
iago Lanzuela, president of 
Aragdn's regional govern- 
ment “The valley is vital to 
whatever strategic thinking 
one wants to apply to 
Spain." 

In the middle ages, the 
wood industry in the t ftfok 
forests of Navarre's section 
of the Pyrenees used the 
Ebro river to float down logs 
to the Mediterranean. Today 
the conduit is the A-68 
motorway that runs along- 
side the Ebro from the Rioja 
wine town of Haro, up river 
from Logroflo, to below Zara- 
goza, where the motorway 
parts company with the 
Ebro and reaches the Medl- 


The Ebro corridor is the reference 
point for all locations in the 
area. All the industrial plants are 
within 20km of the river* 


Its premier company, Ian, 
the world's biggest canned 
asparagus producer and part 
of the listed Viscoiffin group, 
has a large subsidiary busi- 
ness in. Peru. In 1992 Sodana, 
Navarre’s . development 
agency, assisted Guardian of 
the UK to set up its fifth 
European float glass com- 
plex on an industrial site 
outside historic Todela. 

“The Ebro corridor is the 
reference point for all loca- 
tions in the area." says Juan 
Josfi Mufloz, the. economy 
and development minister in 
Rioja’s regional government. 
"All file industrial plants are 
within 20km of the river.” 

"The corridor has its own 
personality." says Ram6n 
Build, minister for trade and 
industry in the Navarre gov- 
ernment Tt leaves its mark 
on the- people, on the way 
they think and on how they 


temmean. 

North of Haro, the A-68 
veers away from the river to 
reach the Basque Country’s 
Cantabrian coast and the 
Atlantic at Bilbao. The 
motorway, slicing through 
northern Spain and joining 
its two seaboards, provides a 
compelling logic for those 
seeking Industrial locations. 
The stretch of the A-68 as it 
runs along the river valley - 
the Ebro corridor as plan- 
ning promoters call it - 
offers more than just a fast 
commercial route across the 
wealthiest part of the coun- 


try. 

Space is one incentive. The 
regional governments of 
Aragdn, Navarre and Rioja 
have all pm a high priority 
on industrial parks. Navarre 
a™ Rioja, in particular 
5“® ™ enormous network 
or small and medium-sized 


enterprises and the authori- 
ties in both areas are keen to 
consolidate the industrial 
fabric by moving the better 
placed companies on to 
industrial parks. 

Lining the river, Rioja’s 
parks start at the industrial 
estate of Fuenteciega, by 
Haro, and continue down to 
the Tejerias park by Cala- 
horra. Between them stands 
the biggest, El Sequero. just 
south of Logroflo, where 
Tabacalera, the big domestic 
tobacco group, has located 
its largest and most 
advanced manufacturing 
centre. 

Navarre’s regional govern- 
ment has set up a public 
company, Nasuinsa, to 
develop industrial estates 
and has over 3m sq metres 
available for companies 
seeking to locate in the 
region, more than double the 
space in Rioja. Pamplona, 
Navarre’s capital, is not on 
the Ebro, unlike Logroflo 
and Zaragoza, , but it is well 
linked by motorway to the 
A-68 and the river's indus- 
trial corridor. 

Aragfln has plenty of land 
to spare along the Ebro, 
even in the immediate vicin- 
ity of Opel’s site in Figerue- 
las which dominates the 
region’s industrial heart- 
land. The potential of this 
area is considerable because 
Zaragoza stands at the cross- 
roads of Madrid. Barcelona 
and Bilbao and is equidis- 
tant from all three. 

The second clear Incentive 
for industrial locations along 
the Ebro corridor is the high 
levels of individual wealth 
and skills in AragOn, 
Navarre and Rioja. All three 
regions are above the 
national average in i ncome 
and in productivity and 
industrial output indices. In 
all three, wealth and ««ns • 
are concentrated along the 
river valley. 

"There is not very much 
more that still has to be 
done for the Ebro to consoli- 
date itself as an economic 
axis in the European union 
sense of the word,” says 
Francisco Bono, chief econo- 
mist of the- savings bank 
I berca ja. the main financial 
institution serving the Ebro 
^tiltey area. “It is already a 
seriously important corri- 
dor.” 
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[ v Bottling success 

jljfe Rafael Moneo, the I bodega will eventually 

■" • . Navarre-bom and formerly stretch around a dust* 


PROFILE 

THE CHIVITE WINE FAMILY 






Rafael Moneo, the 
Navarre-bom and formerly 
Harvard -based architect, 
won an international 
competition last month to 
direct the first enlargement 
of Madrid’s Prado museum 
since the collection of royal 
pictures opened its doors to 
the public 180 years ago. 

Closer to his Ebro valley 
roots, Moneo is currently 
completing a new bodega 
for the Chivfte family, which 
has-been making wines in 
Navarre since the mid-17th 
century. 

Sixty computer-controlled, 
20,000 litre capacity 
stainless steel vats are 
already in place at Monneo's 
low-slung winery In the 
•i ' Senorio de Arinzano estate 
{} that the Chivites acquired In 
1988, and the vaults 
beneath them are filling up 
with new French oak bands. 

The sober wood, cement 
and green-painted steel 


bodega will eventually 
stretch around a duster of - 
buildings that include a 
smaD medieval, fort and an - 
elegant 18th century church. 

The family’s decision to 
commission a bodega from 
a celebrity architect gives . . 
some Idea of its self- 
confidence and ambitions. 
The bid to develop fine, 
estate-bottled wines, is a 
trap forward for the three 
Chivite brothers and Their- - 
sister. Mercedes, who look 
over the family firm when ; 
their father. Jufen Chivite, 
died two years ago. 

The Chivite venture is 
arguably the most innovative 
development in Spain's . 
increasingly assertive and 
high-tech wine-making 
industry. It also represents 
many of the themes that 
have fuelled the growth in 
the Ebro valley area: there is 
a boldness and openness to 
new ideas but also a belief 


h quality and a painstaking 
attention to detail bom of a 
grounding in basic values. 

On the 37Q hectare 

Arinzano estate, in a 
spectacular vaBey dose to 
the town of Edefia, the 
CWvfte^have ITOhectprea - - 
of vines; approximately 6Q .- 
per cent growing, the local ■ 
Tempranaio grape, more 
than 30 per cent divided 
between Mertot and . 

Cabernet Sauvignon and. the ! 
remainder growing a small 
quantity of Chardonnay. The 
Arinzano wines are branded 
as Colecddn 125 and the 
1994 vintage was released 
last year to critical acclaim. 

- The.dosely knit sib Engs 
have a considerable cash 
cow for their Cdecdon 125 
venture In Bodegas JuHn - 
Chivite which produces a 
line of food-friendly and 
reasonably priced reds and 
roses, as well as established 
Navarre vintages, at the 
family headquarters in 
Clntrudnlgo by the Ebro. 

Their father bunt the firm up 
Into one of Navarre's biggest 
wine concerns with 30 per 
cent of the area’s production 
and some 50 per cent of its 
akport volume. 

For good measure, last 
year they acquired a 
profitable middle-range Rioja 


wine maker. Vlffet faicecfc, 

which has a loyal domestic ■ 
following- These study : : 
props aDow the family to ; 

. meet the grmdng' gictoal .- 
demand for quaDty wines. 

•We've always, believed in 
the local TempranWo, 
becauSeJt gives yod a < 
distinctive identity- K denvers 
a complex and fine wine, a 
bttJke Pinot No*, but it. 
needs the accompaniment . 
of Mertot and Cabernet to 
gain more structure, 1 ’ says 
Fernando Chivite, the third 
brother and a Bordeaux- 
trained enologteL 

At Arinzano, where the 

estate Is sectioned by the 
Ega river that flows down 

from the Pyrenees to the 
Ebro, Fernando believes he 
can extract the best from 
each variety. Fernando has • 
analysed 200 samples of the 
estate's differing soils and ' 
researched the valley’s 
microclimate over the past 
120 years. The vineyards are 
set against the limestone 
slopes of the Montejurra 
peak on the west bank of 
the Ega, and on rising day 
ground to the east amid a 
heady confusion of lavender 
and rosemary. 

Tom Bums 


WINE INDUSTRY by David White - 

A measure 

USSJ* 

of quantity 
with quality — 

Heritage wine production is flourishing, but Gerattny1&3% 
demand threatens to outstrip supply and - 
bureaucracy is restricting innovation <*■*»* 


Sweden 12J % 


At the main cellars of 
CVTTnpania Vinlcola del Norte 
de Espafla, otherwise known 
as Cune, one of the venera- 
ble names of Rioja wine, 
they have been rationing the 
number of bottles they sell 
to visitors. 

Here they make a 
restricted range of wines, 
noseless than two years old. 
The 1994 and 1995 vintages 
are considered among the 
best ever, there has been 
a run on them. The winery 
says its stocks of wine in 
bottles, normally some 4m, 
are seriously depleted. 

These are prosperous 
times for Rioja, the oldest of 
Spain's properly regulated 
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TOUBISM by Tonfe-Bums.-^/-- ~ 

Pilgrimage on many grounds 

Bilbao's 




“If the Guggenheim is in 
Bilbao, why aren’t you 1 ?" 
runs a campaign launched 
by the Basque government 
to lure investment and tour- 
ism to the Basque Country. 
In terms of attendance, at 
least, the stunningly futuris- 
tic subsidiary of the New 
York museum has been a 


This commercial success 
story should provide the 
Ebro valley with an unex- 
pected bonus. The Rioja win- 
eries and vineyards lie 
within a leisurely two-hour 
trip of Bilbao and a morning 


capital of La Rioja is more 
t han an affluent centre for 
what the local, tourist hoard 
terms la ruia del vino. On 
the banks of the Ebro, It is 
on the medieval pilgrim 
route to Santiago de Com- 


Uip w — “ . - 

sampling contemporary art posted. ' 

can be rounded off with ap . ,™*J* 5S 


afternoon sampling the val- 


X ha^drawnlJmvisi- ley's .vintages on iheir home 
tors, triple the .expected 


number, and nearly 30 per 
cent of them non-Spaniards, 
since it opened a -year 
ago. 


been trudged by thousands 
since the Uth century, right 
acres northern Spain, from 
tbe towering Pyrenees to the 


pS Xe^n for driving -igMy ■»***£* IS 
the 152km from Bilbao down pray at the tmnbhf St James 
Se ^to Logroflo. The the Apostle. Christmmtys 
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most hallowed spot after i 
Jerusalem and Rome. .. . 1 

Pilgrims arriving ■■ at i 
Logrono 900 years ago would 1 
have made straight far .the i 
fo u ntain and the church of i 
Santiago el Real in whai is I 
now the town’s old quarter s 
or casco viejo. The church’s 
southern facade sports a 
memorable stone stat ue of 
the apostle not in Ids pilgrim 
garb of cockle-shell, staff and 
gourd hut as the warrior 
Santiago •Matamoro® (St 
Jumgw tbe Moors! ayerX his 
alternative iconographic ren- 
■ dering, astride a white char- 
ger, a plumed hat on his 
head, a sabre in his right 
hand, a streaming banner In 
his left and corpses beneath 
the ihnndering hooves of his 
steed, 

Santiago reputedly 
appeared in 844, 12km south 
of Logroflo, to lead a Chris- 
tian army to victory over the 
'Moors at the battle of Clav- 
ijo. Legend has it that St 
James slew 70,000 invaders 
from Africa that day. A 
ruined castle stands on a 
crag above the plain of Clav- 
jjo and the statue on the 
waE of the Logroflo church 
exhibits what one writer 
called “the most heroic geni- 
talia in Christendom, a sight 
.to make any surviving Moor 
feel inadequate and run for 
cover". 

. One pilgrim route entered 
Spain ever the Roncesvalles 
wamtartn pass north of Pam- 
plona that is redolent with 
the chanson de Roland epic; 
i another crossed the Pyre- 
nees at Somport which.' lira 
in Aragfln. Both routes era- 
verged to form a single pil- 
grim road at Puente la 

• Rffnv*, half-an-bour’s drive 
north-east of Logroflo on the 
road -to Pamplona. At -this 
visitor-friendly town, the pil- 


one. of the Ebro’s m a in tribu- 
taries, over a six-arched, 
12th' century puente that 
must be one of the loveliest 
Romanesque bridges in the 
weald. 

The shrine of E unate, 
another jewel from the same 
period, lies just outside 
■puente la Rein a. • It is a 
email, exquisitely simple 
octagonal church, dearly 
modelled- on Jerusalem's 
Holy Sepulchre, and 
unusually ringed by a clois- 
ter. 

. Travelling west out of 
Logroflo, towards Compos- 
tela along the pilgrim route, 
(non-motorists trek along 
footpaths well off the main 


'road),. Najera stands 26km R 

from tbe Ebro. This was the si 

10th century capital of what “1 
was then the flourishing R 
kingdom of Navarre. Its 
main attraction is the mon- a 
astery of Santa Maria la n 
Real, near the town centre, b 
which contains the lavish v 
topibs of Navarrese mon- o 
arehs and their feudal bar- e 
on s . The filigree-like tracery B 
filling the arches of the mm- d 
astery "s early 15th century S 
Gothic cloister is as fine as 
any to be found in Spain. j 1 
Having reached Najera, f 
the cultural enthusiast tour- i 
mg the Ebro Valley region I 
should push on to the moa- ( 
asteries called San MUlfin de t 
Soso and San de Yuso < 
that lie by the village of San r 
Mill&n de La Cogolla, 20 min- 
utes' drive south-west of the 
old town, in a lusciously ver- 
dant valley among thick 
woods of oak and beech that 
niimh up to the Sierra de la 
Deman da, which is invari- 
ably snow-capped in winter. 

San Ml 11 An was a sixth 
century hermit who lived to 
be 101 and attracted a com- 
munity of fellow holy men to 
the caves he inhabited 
[ among these woods. His fol- 
lowers fashioned a church 
i out of the caves which forms 
. the inner-core of the 10th 
> century monastery of Suso, 
i above the valley. They . 
r adopted the rule of Saint 
- Benedict - the monastic 

t order that built its abbeys all 

r along the pilgrim route - 
r and were renowned far the 
illuminated manuscripts 
i they produced, 
a 'The two monasteries of 
l. San Mfll&n (Yuso, which is 
h in the valley, dates from the 
s 14th century) are special as 
y well as beautiful because it 
s was here that Castilian 
i- -Spanish, and also Basque. 

1- was first written more than 
a LOOO years ago by monks 

e who scribbled vernacular. 
ie notes in the margins of theic | 
is T-aHn manuscripts. 

a- In the early 13th century, 
a, Yuso Benedictine, called 
a- Gonzalo de Berceo, wrote a ' 
a, long poem in recognisable 
jt Spanish about the Virgin 
st Mary. He explained to his 
ie readers that his Latin was 
fruity, that he was glad to 
e, write in the language “in 
ie which neighbours speak to 
ie each other" and that he 
a hoped that they would enjoy 
ie his poem as much as “a 
ly glass of good wine". 
l's T Ms noble .sentiment will 

id strike a chord among those 
is- who have veered off the nda 
del vino on to the pilgrim 
of route as it straddles the Ebro 

ys- valley and enters the deepest 
ite recess of Spanish culture. 

ng The Guggenheim belongs 
■in to another planet. 


wine regions, still by far the 
country's biggest producer of di 
quality wines and its most st 
widely known name among 
international consumers. ci 
In a nation with the big- di 
gest surface area of vine- Q 1 
yards in Europe, Rioja occu- pi 
pies a relatively compact w 
territory straddling the Ebro a. 
river, stretching about it 
100km from Haro at the G 
western end, where the big- P 
gest concentration of win- a 
eries is located, to Alfaro at P 
the eastern extreme, and no 
more than 40km in breadth, n 
The zone, which takes its E 
name from a tributary of the i 
Ebro, the Rio Oja, lies d 
mostly in the modern admin- \ 
istrattve region of La Rioja. I 
with part in the Basque f 
province of Alava and a t 
email portion in Navarre. < 
Its day soil and benign cli- : 
mate produces 40 per cent of i 
all the Spanish wines with 
denomination de origen 
labels, the Spanish eqmva- ] 
lent of appellation amtritfee. 

Its products indude whites ! 
and rosfcs but more than 80 
per cent are reds. Quality is 
. comparatively consistent, 
and since 1994 tbe region has 
enjoyed record production 
every year, up to an esti- 
mated 275m litres from the 
recent harvest 

But there are worries. 
“Things are going so well, 
they’re creating problems." 
says Rafael del Rey Salgado. 
director of the Association of 
Artisans and Winemakers of 
Rioja (Arbor), a grouping of 
. 13 companies. 

He complains about “anti- 
quated" administrative 
structures, is concerned 
about reinforcing the fine- 
wine reputation and argues 
that leeway should he given 
for new plantations in the 
region. The association takes 
LjUpue-wfth the.Consejo 
■ lador, the controlling body 
and official guardian of- the 
a Rioja name, ova- the empba- 
e sis given to Tnain tn ^ Tlin g the 
t “typical" characteristics of 
g Rioja wines. 

s Expansion of the growing 
i- area has been tightly 
a restricted, although It would 
s. be possible within the frame- 
h work of European Union 
i- constraints on the sector to 
r- establish new vineyards in 
y Rioja in exchange for aban- 
l- doning others elsewhere in 
■y Spain. 

is Since 1986. when Spain 
joined the EU. the area 
a, growing Rioja wines has 
x- increased 2D per cent while 
in production has doubled, Mr 
a- del Rey says. He argues that 
le there is not Infinite scope for 
so c o nt fontag to increase pro- 


ductivity without affecting 
standards. 

Restrictive policies, when 
combined with strong 
demand, have two conse- 
quences. he says. One is 
pressure to produce yet more 
wine from the same vines, 
and the other is a sharp 
increase in growers’ prices. 
Grapes that cost around 
PtafiO a kilo five or six years 
ago have this year touched 
Pta200. he warns. 

Antonio Palacios, wine- 
maker at the family-run 
Bodegas Palacios Remondo. 
is worried about tbe contra- 
diction between bumper har- 
vests and high grape prices. 
His explanation is that Rioja 
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the other band, the produc- 
ers are not allowed to say so, 
and labels omit any mention 
of the intruder. 

The rules also prohibit 
wineries from making, bot- 
tling or storing wine from 
other regions in their Rioja 
facilities. Mr del Rey at 
Arbor regards this exclusion 
as "a bit absurd". The Rioja 
region probably has the big- 
gest wine storage capacity In 
the world, around ibn litres, 
he says, arguing that as 
Rioja costs rise producers 
could sensibly use part of 
their facilities for wine from 
alternative regions. 

A number of the compa- 
nies active in Rioja already 


his explanation — - . 

bodegas invested heavily have interests spread over 
with the profits they made several regions - part of a 
on wine from earlier years, growing concentration to the 
and now have lo fill their sector which has brought big 


new installations. 


Rioja producers 
have been 
developing new 
wines, but scope 
is restricted 


The problem is that young 
wine - which represents 
about 50 per cent of all Rioja 
sold - needs to fetch close to 
Pta500 a bottle to be profit- 
able under these circum- 


sherry groups into Rioja and 
seen the growth of two lead- 
ing wine empires. Bodegas y 
Bebidas and Aim The for- 
mer, controlled by the BBV 
bank, was the only listed 
Rioja producer until last 
year, but has since been 
joined by four others - 
Baron de Ley, Cune, Bodegas 
Rioj anas and most recently 
Federico Patemina. 

Some producers - includ- 
ing the members of Arbor - 
want to concentrate more on 
promoting brand names as a 
means of projecting a qual- 
ity image. 

Although wine growing m 
Rioja goes back much fUr- 


aOie UUUCl lucnc 

stances. Given the strong ther. the sector only really 
competition from other developed In the late 19th 


regions, says Mr Palacios, it 
is difficult to sell at that that 
price. 

Rioja faces challenges both 
in the top market segments 
- mainly from Ribera del 
Duero, to the south, which 
has emerged as a serious 


century, under strong 
French influence. It took 
from Bordeaux the practice 
of ageing wine in oak casks, 
hut not the hierarchy of dif- 
ferent crus to categorise 
vineyards. Instead, the offi- 
cial classification goes 


nas emergeu ao a mm™ - — . .. , 

rival Ja.-thejast 20 years,_3Btcording to. the length of 
although its output is much the ageing Process. A 
smaller - and in the cheaper criansa wine is at least two 
ranges, where competitors years old with one year to 
include some well-made new oak, a reserve is at least 
table wines. ^ee years old. and a gran 

Some Rioja producers have xeserva, from “ 
also boon developing new Jear. has_ at l^t^^yeein 


wines, but their scope is 
restricted. Stringent control 
is exercised over the grapes 
used, with seven authorised 
varieties (for reds mainly 
Tempranillo. the most char- 
acteristic Rioja grape, and 
Garnacha, well known in 
southern France as Gren- 
ache). The Consejo Regula- 
dor does allow other grapes 
such as Cabernet Sauvignon 
to be grown on an experi- 
mental basis, and some 
promising wines have bran 
made by mixing these with 
tbe traditional varieties. On 


to oak and three in the bot- 
tle. Wines normally come 
from more than one vine- 
yard. often from different 
zones. Some chflteau-style 
wines are now being made, 
however. 

Mr del Rey warns that 
Rioja will get more expen- 
sive. In the international 
marketplace - and these 
days one bottle to three is 
exported - it has tended to 
be considered to the "good, 
low-priced" category. That 
image, he says, has to 
change. 
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CURRENCIES & MONEY 


Sterling on stage 


POUND SPOT FORWARD AGAINST THE POUND 


DOLLAR SPOT FORWARD AGAINST THE DOLLAR 


cti i s 


By Rtehard Adams 

With analysts agreeing that 
the Bank of England is more 
likely than not to cut inter- 
est rates later this week, the 
outlook for sterling once 
again takes centre stage on 
the currency markets. 

Despite reductions in the 
repo rate at the last meet- 
ings and the strong chance 
of another cut on Thursday 
when the monetary policy 
committee announces its 
decision, the pound has 
stayed surprisingly buoyant 
against the D-Mark. 

Sterling continues to 
hover around DM2.80 with 
the market discounting a 25 
basis point cut. After Ger- 
many and France's decision 
to trim their rates by 30 
basis points last week, the 
Bank would have to cut by 
more than expected just to 
maintain the previous differ- 
ential. 

And the flow of weaker 
economic data from the pre- 
viously burgeoning service 
sector - which was over- 
shadowed by the combined 
euro-rate cut on Thursday 


may push the committee to 
slice off another 50 basis 
points. 

Analysts said that could 
rapidly push the pound 
down toward DM2.75. 

On the other side of the 
world, the New Zealand gov- 
ernment announces its bud- 
get policy statement on 
Wednesday. But the continu- 
ing political instability in 
the country means the mar- 
ket is likely to ignore the 
statement. 

The statement ts usually 
published in February or 
March, but the government 
has rushed it out ahead of 
time in a panicked bid to 
hold a full budget early next 
year. 

The statement will farther 

reduce the government's 
forecasts for growth over the 
□ext two years, which is 
likely to drag down the New 
Zealand dollar. With the 
economy heavily dependent 
on export commodities, 
which show no signs of 
recovering, the currency has 
been one of the worst hit 
among the developed econo- 
mies. 
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Government of the People's Republic of 
Bangladesh Ministry of Posts & 
Telecommunications 

REQUEST FOR PROPOSALS 

LICENCE TO OPERATE A MAJOR NEW 
TELECOMMUNICATIONS NETWORK IN DHAKA 

The Government of the People’s Republic of Bangladesh announces its 
intention to increase private sector involvement in the telecom sector 
through awarding a licence to build, own and operate a new 
telecommunications network in Dhaka, Bangladesh with a capacity of 
300,000 access lines. 

The Licence w'ill authorize the Licensee to provide telecommunications 
services to the public in the Dhaka Multi-Exchange Area (MEA) in 
Bangladesh. The infrastructure of the new operator will include all wireline 
and fixed wireless telecommunications facilities necessary to provide 
access, switching and inter-exchange transmission of telephony and other 
telecommunications on an end to end basis for local services. National and 
International services may also be provided through revenue sharing and 
other arrangements with the Bangladesh Telegraphs and Telephone Board 

Additional information, including scope of services, interconnection 
arrangements and revenue shares are detailed in the Request for Proposal 
Document (RFP). 

The RFP will be available for purchase at a cost of US$ 500.00 or 
Bangladesh Taka 25,000.00, in the form of a Bank Draft, from 1300 hours 
BST, November 22, 1998 until 1700 hours BST December 10, 1998 at the 
address below: 

The Joint Secretary 

Ministry of Posts & Telecommunications 
Government of the People’s Republic of Bangladesh 
Bangladesh Secretariat 
Building No. 7 (4th floor), Room No 419/B 
Dhaka, Bangladesh 

Telephone: 880-2-S69033 
Fax: 880-2-866670 
E-mail: mopt@bttb.net 
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Rate cuts fail to extend rally 


CURRENCIES & MONEY 


FT SYNTHEtiC EURO RATES 


EUROPEAN OVERVIEW 


By Vincent Botand 




European stock markets bad 
so moot to ponder la* week 
that Investors ocruld be for- 
given for wishing life were a 
little quieter. " 

This week might provide 
some respite, allowing tb ne 
to consider whether the co- 
ordinated rate cut delivered 
on Thursday by Europe's 
central hanks or growing 
worries about a fall tn corpo- 
rate earnings should set the 
tone for markets. 

The latter concern could 
be heightened today when 
data on German industrial 
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output", manufacturing 
orders and inflation are pub- 
lished. Analysts are becom- 
ing ever more bearish on the’: 
earnings front and urging 
investors to buy defensive 
sectors such as pharmaceuti- 
cals and retail 

The slowing European 
economy is the main reason 
for worries about 
and lies behind the failure of 
Europe's u«»<n markets to 
turn Thursday’s gains,: 
inspired by the interest rate 
cuts, into a more sustained 
rally. 

Markets finished the week 
looking rather Jaded, which 
could be the tone for the 
next few days. -The PTSE 

. i,.* Bmdyfeidcreve 
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Eurotop 300 index of leafing 
European shares dosed at 
: 1,1 is 9ft, down 64 p oints on 
■the 'week. IheFTSEEnrotop 
Ido index closed at 2 ^70.02. 
down 171,88, while the FTSE 
Hiloc 100 index of shares in 
euro-zone countries, the ben- 
efidaries of the interest rate 
cut, 'ended the week at. 
980.48, down 50-07. 
Nevertheless, the rate cuts 
widely interpreted as the 
last hurrah from the Bundes- 
bank as it hands over tire 
reins of economic power in 
Europe to the European Cen- 
tral Bank should give a 
boost to flagging longer-term 
-confidence, a key missing 
Ingredient in the 


which are still sensitive to 
external' shocks.- 

The UK -could follow 
Europe's lead! and cut inter 
est rates cm Thursday, .after 
the Bank of England's mone- 
tary policy committee meet- 
ing. Analysts say the scope 
for a BE cat has widened 
substantially, with talk that 
the base rate could fall by as 
much as SO ha sis points. 

Investors will also be keep- 
ing an eye cm the European 
Union summit in Vienna, 
which begins on Friday, for 
signs that the row about har- 
monising taxes in Europe 
does not overshadow the 
runup to launch of tha 
euro. 
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Economic Guff 

Plunging oil revenues may chill the 
atmosphere in Abu Dhabi at the annual 
summit of the Gulf Co-operation 
Council, the economic and security 
alliance which comprises Bahrain, 
Kuwait, Oman, Qatar, Saudia Arabia 
and the United Arab Emirates. 
Over-dependence on a single 
commodity and the expectations of 
predominantly young populations for 
modem education, employment and 
political involvement pose problems 
the region's ageing leaders are unlikely 
to find answers to at their three-day 
meeting. Kofi Annan, the United 

Nations secretary-general, Is expected 
to attend one day of the meeting, as is 
Nelson MadeJa, South African 
president 

German jobs talks 

German round-table talks on 
employment are due to start in Bonn. 
Chancellor Gerhard Schr6der has 
made forging a so-called "alliance for 
jobs" a priority and sees it as a 
mechanism for stewing government 
policy, union demands and corporate 
interests towards the common goal of 
reducing unemployment Hardest to 
convince will be the employers, who 
see the tax policies of the Social 
Democrat/Green coalition as a direct 
attack on investment and job creation. 

Big impression 

Sotheby's, the London auctioneer, 
begins a week of Impressionist, 
modem and contemporary art sales 



with Monet's “Le DAjeaner sous La 
Tente" and Gaugin's “Le Jouer de 
Guitare," expected to fetch £2m - E3m. 

Ministerial view 

European Union foreign ministers meet 
in Brussels to prepare the way for 
Friday's summit of EU leaders in 
Vienna, and deal with a heavy agenda 
of other issues. Looking towards 
Vienna, they will try to form a common 
view on the European Commission's 
report on the progress of candidate 
countries for EU membership. They will 
also review preparations for the entry 
into force of last year’s Amstwdam 
treaty, plans for food aid to Russia, the 
Middle East peace process, and the 
situation in Kosovo. EU development 
commissioner JoSo de Deus ginheiro 
will report on the progress of. jt 
negotiations with South Africa.on a 
free trade agreement Relations with 
the US - ahead of the biannual EU-US 
summit in Washington on December 
18 - are also on the agenda and oould 
provoke a discussion on the escalating 
dispute over the EU's banana import 
regime. 




FT GUIDE TO THE WEEK 



A vote m favour of US statehood by Puerto Ricans on Sunday could force Washington legislators to approve a binding referendum next year 


FT Surveys 

Hungary: World Pulp and Paper 
Spain's Ebro Valley. 

Holidays 

Venezuela. Ivory Coast, Bangladesh. 
Thailand. 


TUESDAY 8 


Latin lessons 

Trade prospects for the Caribbean and 
Central America wHI be reviewed over 
four days in Miami by the region's 
heads of government, bankers, 
economists and business leaders. 
Several countries are reporting an 
adverse effect from Nafta. and feel 
they will be caught in a north-south 
squeeze by the emerging force of 
Mercosur. The conference will also 
discuss how the region can deal with 
the fallout from the Asian and Russian 
financial crises. The European Union's 
preferential banana market, which 
favours Caribbean exporters, and 
which has been attacked by the US 
and some Latin American producers, 
will cause animated exchanges. 

Children’s story 

The United Nations Children's Fund 
(Unicef) publishes its annual report on 
the state of the world's children which 
focuses on education - or the lack of it 


- in developing countries. Unicef 
argues that lack of an education, which 
particularly affects girts, not only 
makes it harder to earn a decent 
livelihood but also reduces the ability 
to understand and tolerate others. This 
has profound repercussions for society 
as a whole, the report says. 

Balkans discussion 

North Atlantic Treaty Organisation 
foreign ministers discuss the Balkans 
and draft a new strategic concept at 
the semi-annual ministerial meeting of 
the North Atlantic Council in Brussels. 
Cyprus and Kosovo will also be on the 
agenda and separate meetings will be 
held with the foreign ministers of 
Russia and central and east European 
partner states (to December 9). 

FT Surveys 

Greece; Japanese Industry. 

Holidays 

Austria, Italy, Malta, Portugal, Spain, 
Uzbekistan, Argentina. Chile, Colombia. 
Peru. 


WEDNESDAY 9 


Search for the truth 

Switzerland is hosting a three-day 
international seminar in Geneva on the 
role of truth commissions in achieving 


justice and reconciliation. Since 1974 
19 countries, including South Africa. 
Argentina Bolivia Chile, Guatemala 
and El Salvador have estabBshed truth 
commissions following a period of 
dictatorship, in general, they grant 
amnesty to those acknowledging their 
crimes, in return for information that 
they hope will help the victims and 
society come to terms with the past 

Southern summit 

Mercosur, the southern zone common 
market holds a summit meeting in Rio 
de Janiero. The group, which includes 
Argentina Brazil, Paraguay and 
Uruguay, is expected to focus its 
discussions on recent disagreements 
between Brazil and Argentina over 
import licenses and tariffs. 


THURSDAY 10 


Prize party 

Northern Ireland politicians John Hume 
and David Trimble receive the 1998 
Nobel Peace Prize at an award 
ceremony In Oslo. The prizes for 



physics, chemistry, medicine, literature 
and economics are awarded on the 
same day in Stockholm. 

Rights remembered 

The 50th anniversary of the universal 
declaration of human rights is being 
marked by a special session of the 
United Nations general assembly In 
New York and by activities around the 
world. These include the posting of the 
universal declaration on the worldwide 
web in 250 languages. The declaration 
was adopted in Paris half a century 
ago by the newly created UN. 

Holiday 

Thailand. 


FRIDAY 11 


European summit 

European leaders hope to initiate 
serious negotiations on the so-called 
Agenda 2000 plans for reforming the 
EU's budget and agricultural and 
structural funds at their two-day 
summit beginning in Vienna today. 
Gerhard SchrSder, Germany's 
chancellor, has called for a sharp 
reduction in Bonn's budget 
contributions and agreement on the 
Agenda by March. The recent election 
of his left-of-centre government will 
give a new impulse to co-ordination of 
policies to combat unemployment 
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Laaders are also expected to discuss 
tax co-ordination and law and order, 
without coming to any firm 
conclusions. 

UN countdown 

With little more than a year to sort out 
the y ear 2000 effect on computers, 
heads of national programmes for 
tackling the problem meet for the first 
time at the United Nations in New 
York. The meeting will hear e *Pf 1 
reports on the dangers for banWng and 

finance, telecommunications, electricity 
and nuclear power and aviation and 
shipping. 

CIS summit 

Depending largely on the sate of 
health of Boris Yeltsin, the Russian 
president, a summit meeting of me 
Commonwealth of Independent States 

is scheduled to be held. Boris 
Rra-nzovskiv. the CIS executive 


FT Surveys 

Austria; Private Finance Initiative. 


Holiday 

Burkina Faso. 


SATURDAY 12 


Clinton goes to Middle East 

Bill Clinton, the US president, travels to 
the Middle East for meetings with 
Benyamin Netanyahu, foe Israeli prime 
minister, and Yassir ArafaL the 
Palestinian leader. Clinton is expected 
to attend a Palestinian National Council 
meeting. 

Holiday 

Mexico, Russia. 


SUNDAY 13 


Puerto Rica poll 

Puerto Ricans vote in a referendum on 
their political ties to the US. The island 
is a “commonwealth" of the US. and 
voters are being asked to choose 
between making this link stronger, 
becoming a state of the US, or being 
politically independent. Recent polls 
suggest that the tendency for 
statehood will prevail, but will be 
supported by fewer than half the 
voters. The vote will be non-binding on 
the US Congress, and Pedro RosseHo, 
Puerto Rico's governor, hopes a good 
showing by supporters of statehood 
will force reluctant legislators in 
Washington to approve a binding 
referendum next year. 

Holiday 

Malta. 

Compiled by Roger Beale 
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Other economic news 



Statistics to be released this week 



Monday: US consumer 
credit growth is thought to 
have slowed Into October. 
Capacity utilisation in 

Canada is forecast to have 

Day 

IWwiii County 

Economic 

Statute 

Medan 

Forecast 

Previous 

Actual 

Day 

Released Country 

Economic 

StatiatM 

MBdon 

Forecast 

• Previous 

Actual 

Mon 

UK 

Oct industrial production’ 

-0.2% 

-0.6% 

us 

ME week ended Nov 3D 

S6bn 

-S35bn 

Dec 7 


Oct industrial production" 

-0.1% 

0.6% 

US 

M3 week ended Nov 30 

$12.6bn 

J2bn 

eased slightly in the third 



Oct manufacturing output" 

-0.3% 

-0.4% 

US 

Nov monthly Ml 

' $7.6bn 

$6.4bn 

quarter. Annual growth in 
German industrial production 
probably slowed in October. 



Oct manufacturing output" 

-0.7% 

0.1% 

US 

Nov monthly M2 

$35.6bn 

M42bn 


US 

Oct consumer credit 

$5.5bn 

S8.4bn 

US 

Nov monthly M3 

$ 68.1 bn 

$65.4bn 

UK factory output probably 
fell again in October. 

Tuesday: German 


Germany 

Oct industrial production pan Ger* 

0.3% 

-3.2% 

Fri Germany 

Oct trade balance 

DMlO.Obn 

DM11.7bn 


Germany 

Oct manufacturing output pan Ger* 

0.3% 

-3.5% 

Dec 11 Germany 

Oct current account 

-DM32bn 

-DM1.9bn 

unemployment is thought to 
have fallen less sharply in 
November than October. 


Germany 

Oct industrial production west* 


■32% 

US 

Nov retail sales 

-0.1% ’ 

1.0% 


Germany 

Oct industrial production east* 


-2.7% 

US 

Nov retail sales ex-automobiles 

02% 

0.5% 

Wednesday: The New 

7f*£ilnrw4 nnuprru i imf 

Tues 

Germany 

Nov unemp toymen rf pan Germany 

-30.000 

-43.000 

US 

Nov producer price index 

unch 

02% 

medial iu yuvcii ii i id ii 

publishes its latest economic 

Decs 

Germany 

Nov unemptoymenrf west 

-15,000 

-20.000 

US 

Nov PPi ex-food and energy 

unch 

0.1% 

and fiscal update. Consumer 
confidence in France is 
thought to have edged lower 


Germany 

Nov unemployment east 

-15.000 

-23,000 

US 

Dec Michigan sentiment preT* 

103.0 

102.7 


Germany 

Sep emptaymentt west 

15,000 

17,000 

US 

Nov bank credit 


N/A 

in November. 

Thursday: Initial US jobless 
claims are forecast to have 


Germany 

Nov vacancies! west 


6jxn 

US 

Nov C&l loans 


N/A 


Germany 

Nov short time west 


12.000 

During the week... 




remained low in the week 
ending December 5. thanks 
to strong retail demand. 


US 

BTM -Schraders Dec 5 


0.1% 

Germany 

Nov final cost of living* west 


-02% 


japan 

Nov Bank of Japan data 


N/A 

Germany 

Nov find cost of Biring" west 


0.7% 

Japanese machinery orders 
are expected to show a big 
fall for October. The Bank of 

Dec 9 

US 

03 current account 


-S56_5bn 

Germany 

Nov cost of living* pan Germany 

‘ 0.0% 

-02% 

Til Uf 

Japan 

Oct machinery orders ex eJee/ships" 

19.5% 

-145% 

Germany 

Nov cost of living" pan Germany 

OJ7% 

0.7% 

England's monetary policy 
committee is expected to 
cut UK Interest rates. 

Dec 10 

Japan 

Oct machinery orders ex eiec/ships' 

-5.5% 

92% 

Germany 

Oct retail sales, real" 

-1.5% 

-02% 


US 

Initial claims Dec 5 

315,000 

313,000 

Germany 

Oct retai sales, real!* 

1.0% 

-2J3% 

Friday: Monthly growth in 

US producer prices is 
expected to have remained 
weak in November, with 
retail sales growth in the US 
also slowing. 


US 

State benefits Nov 28 


2,307,000 

Japan 

Oct current account (IMF) 

Y1,540bn 

Yl.lOObn 


US 

Oct wholesale inventories 


1.2% 

Japan 

Oct trade balance (IMF) 


Y1270bn. 


US 

Oct wholesale sates 


1.1% 

Japan 

Oct foreign bond Investment 


Yi.ooobn 


US 

Ml week ended Nov 30 

S5Jbn 

SBLSton 

’morati on morth, "year on yea. t seasonally adjusted Safeties, courtesy Stetoart & Poor's MMS. 


ACROSS 

1. -I Forgetful sailor posted 
object to Journalist (6-6) 

8 English volume containing 
very rood summary (T) 

9 AA motel Is wrong colour 
<7> 

11 Wrapping stringed instru- 
ment in sheet is hard! ( 10 ) 

12 Crowd bad food after mid- 
night (41 

13 About a hundred in cold air 
collapsed (5) 

14 Needing a 2p to ring and 
locate fitting <81 

16 Cruelty of husband taking 
silver - really heartless! (S) 

15 Inspire doctor and union 
leader to join in. that is (5) 

20 In addition a very big pupil 
appears backwards (4) 

21 Brought dawn finished cast 
110 ) 

23 Use lint when renovating 
tool (7) 

24 Need ruler back, and 24 
sheets of paper (7) 

25. 26 Bank holiday is secure 
here <6, 6) 


DOWN 

1, 13 Sweet woman's first gift 
to a Bronte (5.9) 

2 Colonist hiding in dng 
pound (7) 

3 Cali on Penny, slow to pro- 
vide a form of identifica- 
tion (9) 

5 Angry, one redhead scoffed 
15) 

6 Angry, raised years taken 
to get compensation (7) 

7, 22 Fast asleep, but we toid 
her dad to move! (4.13,5) 

10 Having uneven layers in 
place immobilised (9) 

13 See l down 

15 Hollow bust Neil spots (9) 

17 In one second spring over- 
flows (7) 

19 Triangle famous for bare 
mud wrestling? (7) 

21 A green ball? I've about 
fifty! (5) 

22 See 7 



Winner of PnzzJe No.9,846: G. Thomas. Wokingham, 
Berkshire 


MONDAY PRIZE CROSSWORD 

No.9,858 Set by GRIFFIN 

A prize or a Tombow Lucca fountain pen and rallerball set. worth £125. 
will be awarded for the first correct solution opened. Solutions by 
Thursday December 17. marked Monday Crossword 9.858 on the enve- 
lope. to the financial Times. 1 Southwark Bridge. London SEl 9HL. 
Solution on Monday December 2L Please allow 28 days for delivery erf 
prizes. 
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Solution 9,846 
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FOR BUSINESS GIFTS 
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case on paper 

In such a soft market, the arguments forlurther 
consolidation are persuasive^ says GregMcIvor 
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It bas been a year, of rare 
drama In the world puip and 
paper industry. Confronted 
by weak pulp prices, chronic 
overcapacity and disruption 
to buying patterns caused by 
the Asia crisis, hwHr^g pro- 
ducers have Hung • them- 
selves into a feverish round 
of consolidation. 

An unprecedented string 
of deals, many with a cross- 
border or pan-continental 
dimension, has fuelled hopes - 
that the long-fragmented 
sector is finally casting off 
its insularity gearing up 

tO tntorTTnfrirmflUwp 

For years, the forest prod-' 
ucts industry has spectated, 
from the sidelines as others 
have gone global. Consohda- 
tlon, when it has happened, 
has generally taken the form 
of domestic . marriages. - 
Transactions have, all too 
often been knee-jerk 
responses to the industry’s 
boom and bust cycle rather 
than offensive moves into 
new territory. 

That now appears to be 
changing. Faced by mature 
domestic markets, the big 
North American Scandi- 
navian. groups have little, 
option but to look, beyond 
their home turf far growth 
opportunities. 

“The globalisation of our - 
industry is becoming -more 
obvious every, day,” says 
Richard Olson, chairman 
and chief executive of Cham- 
pion, an the US company’s 
wehslte. “Our [activities] 
cannot be limited by geo-. j 
gra phic boundaries.* •••• - 

Such sentiment is under- 
pinned by a rapid trend - 
towards specialisation, . 
whereby producers are bUju* 
ming their product partfofias' 


to attain greater scale in a. 
handful of chosen paper 


Nowhere is this phenome- 
non more evident then in 
newsprint, where a Harry of 
big. cross-border acquisitions 

has taken place this year as 
suppliers lflte Canada's Abt 
tibi- Consolidated ..and 
Bo water of the US Jostle for 
. hegemony In a fiercely com- 
petitive market • . - 

Elsewhere, companies me 
taking an ever ■more interna- ' 
tional view of what constt- 
totes their home market as 
they contemplate ways to. 
bolster their critical 
Deals such as the iuxioisxtiaai- 
byirehmd’s Jefferson Smur- 
fit of Stone Container, fte 
US packaging group, .And 
Abitibfs purchase with! 
Norsks Skog of a two4hbrds ' 
Stake in Hansol of South 
Korea exemplify the quest 
for geographical reach. ■ 

Others are following. The 
soon-to-be-completed merger 
of Sweden’s Store with Rn«n 
of Jfinland win create It new 
Industry behemoth^ surpass- 
ing International Paper as 
the world’s biggest paper 
and board group. According 
to ' industry, insiders, . the 
tie-up has galvanised rivals 
and is likely to stimulate 
fresh consolidation in 1999 
as ' competitors strive to 
avoid being sJdeHned. 

The stakes are high. Dong 
Whitehead, president of 
Fletcher Challenge Canada, 
believes that companies that 
foil to jump on the eonsolirta- 
tkm bandwagon are in dan- 
ger of ^"becamfiig stuck in 
die middle?;, ■ . i ... ... 

“Esther you are big and 
global andwedded to a par- 
Hcular- grade or yon are 


small - and, fast-movlng with 
ferfadn ariches etose to home. 
There is on mi<ynp ground," 


The mesratgfi is that aver- 
agestzed companies, which 
produce a: broad palette of 
. grades most specialise and 
find partners ar-risk being 
taken aver. 

- In an ixtdusb? encum- 
bered by overcapacity, and 
susceptible to sadden price 
swings, ander-perfonaers 

w>n qnickiy i mfoyr *- 

tfle -to caapoxate predators - 
. as.« number -of Adaw pm . 
facers discovered to their 
tort this year. . 

.-/Before the financial crisis 
tomangnlfedthe region last 
year, fow-cost. Asian paper- 
makers were emerging as a 
■potent ftraat to established 
western w«np«niwf , Backed 
by surging economic growth 
rates, producers there 
invested buttons of dollars in 
new plants and machinery 

While fiwpfw p inarimHng a IK - 

ances throat which to sell 
thefr products'Into Europe 
and North America. 

Those ambitions have 
been Spectacularly unseated 
by the crisis- Shrinking 
demand »th 1 cnrzency deval- 
uations ~have left many 
Asian producers struggling 
to service massive debts, for- 
cing them to caned 
capacity expansion and to 
ease debt burdens by offload- 
tag assets. 

Western paper companies 
have , been quick to take 
adv an t age . They have piled 
intothp region In search of 
equity -stakes at bargain 

Asia’s 

p mwmi t di ffi c u lties, the fun- 
damentals of its paper indos- 


Stockpied wfi pM er as dmwid tor pwwr products stagnates. over ca pacity is driving prices down 


try - ready access to fast- 
growing, cheap fibre - 
remain In place. Assuming a 
return to . some kind of eco- 
nomic normality, rapid 
growth in paper and board 
demand should enable Asia 
to overtake North America 
as the world's largest market 
within a few yeas. - 
For domestic and overseas 
companies alike, the poten- 
tial is enormous. Per capita 
paper consumption in China 
was 87kg in 3997, compared 
with about 330kg in the US- 
Even in tire most developed 

Asia-Pacific pgnnnmiM, such 
as South Korea, consump- 
tion is less .than half, that 


Rainer HSggblom, manag- 
ing director of Jaakho PCyry 
Consulting in Helsinki, says: 
“If you have global ambi- 
tions, Asia Is going to be the 
world’s largest paper market 
and you have to be there 
sooner or later.” 

Nevertheless, some ana- 
lysts question whether the 
heU-for-leather push by west- 
ern interests is premature. 
^Strategically it is obviously 
right to go in there. It Is just 
a question of timing,” says 
Nicholas Spoliar, forestry 
specialist at Panmure Gor- 
don tnLondon. 

He argues that investors 
who bide their time could 
pick up assets at lower 


prices as the crisis may not 
have bottomed. “The whale 
Asia experience of the past 
year has bees extremely 
bruising. There may be quite 
a lot of woe and angst yet to 
came there, before thing s get 
better." 

While the turmoil in Asia 
has created opportunities for 
foreign investors, the overall 
effect on the global paper 
market has been negative, in 
Europe, suppliers have seen 
their profits cut by an inflow 
of paper and board from US 
and Canadian producers 
originally intended for Asia. 

In turn. North ‘American 
groups have been hit by an 
influx of cheap imports as 


stocks. However, willingness 
to implement curbs remains 
patchy and needs to be bet- 
ter co-ordinated to provide 
long-lasting support to pulp 
juices. 

With the sector’s stock 
market ratings lanpiiahing 
at a near-historic low, the 
capacity overhang consti- 
tutes a serious headache for 
senior executives. Fete Cor- 
rell. chairman and chief 
executive of Georgia-Pacific, 
gloomily suggests the US 
paper industry is in danger 
of “sinking like the Titanic**. 

“There are too many facili- 
ties »»t*h too many mills," he 
says. Producers will struggle 
to survive unless they 
improve their marketing and 
increase focus on customers. 

Mr Correll’s anxiety can 
be seen against the backdrop 
of a 17 per cart fall in third- 
quarter profits for US paper 
and forest product compa- 
nies. Operating margins 
a veraged a meagre 2 JS p er 
cent as several well known 
names, such as Bo water and 
Louisiana-Pacific, reported 


Montage: Gary Cummins 

Asian groups have shifted 
supplies away from their 
domestic markets — a trend 
exacerbated by the new- 
found strength of the US dol- 
lar. 

Such distortions in 
demand and supply are an 
irritant to the industry as it 
battles to reduce the high 
inventory levels that have 
Tmdprrpined pulp juices this 

year. Prices of NSBK pulp 
have tumbled from $550 a 
tonne to $460 a tonne since 
mid-year due to over-produc- 
tion and soft demand. 

Producers have arguably 
shown more dlsrfpline than 
ever before in taking produc- 
tion downtime to reduce 


Companies are already 
striving to remove capacity 
from the market perma- 
nently as part of efforts to 
stabilise prices. Some have 
launched rationalisation 
programmes. All know that 
consolidation is unavoid- 
able. 

Bowater, for instance, 
bought Avenor, the Cana- 
dian newsprint producer, 
this year to become the 
world’s second largest sup 
plier of the grade behind 
AMtibL And when Interna- 
tional Paper last month 
joined the M&A trail by buy- 
ing US rival Union Camp it 
sent pulp and paper stocks 
soaring. 

Even after this year’s 
splurge of deals, though, the 
top 10 paper groups still 
account for a mere quarter 
of world outjrat. The five 
leading newsprint producers 
control barely 26 per emit of 
the global market, while the 
five biggest market pulp sup- 
pliers have a combined 19 
per cent share. 

The case for further 
consolidation is irresist- 
ible. 
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M oDo is a paper company. 

We have the capacity to 
produce approximately three million 
tonnes of paper and paperboard per 
year. These products account for 
80 per cent of our sales. 

All our production takes place 
within the EU. Most of our output 
is also sold there. In other words, 
our primary focus is on Europe. 

In this sense, we are a regional 
enterprise. And in financial terms 
a very strong one. 

DataCopy® is the name of our 
office paper. It is used in offices 


and homes in copiers, faxes and 
computer printers. 

Invercote® stands for paperboard. 
This product is used, for example, 
to make packaging for foodstuffs, 
chocolates and confectionery, 
perfume arid cosmetics, and 
cigarettes. 

Holmen News Pink™ is the brand 
name used for our pink newsprint. 
It is mainly used for financial 
newspapers. 

The common denominator of all 
these three products is then- 
exceptional quality. 


MoDo 


Telephone: +46 (8) 666 21 00 
Fax: 446 (8) 666 21 30 
www.modogroup.com 
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GLOBALISATION by Greg Mclvor 


North moves south, and west moves 

The traditionally stong paper industries of Scandinavia and North America are being forced to expand - 
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Like gold-diggers heading for 
the Klondike, leading for- 
estry companies have been 
almost falling over each 
other in their rush to expand 
into new foreign markets. 

Sector analysts have 
preached the gospel of Inter- 
national consolidation for 
years, but only in the past IS 
months or so have many 
producers begun to recite 
the globalisation mantra 
with conviction. 

A dizzying round of deals 
has been seen during the 
past year as western compa- 
nies have consolidated at 
home while seeking to estab- 
lish footholds beyond their 
traditional markets. 

Without question the most 
seismic tie-up was the multi- 
billion dollar merger of Swe- 
den's Stora with Finland's 
Enso to create the world's 
largest paper and board sup- 
plier. 

The deal, announced in 
June and given the go-ahead 
last month by the European 
Commission, set a new tone 
for an Industry that remains 
deeply fragmented compared 
with many other sectors. 

According to Jukka Hfir- 
m&ld, chief executive-desig- 
nate of Stora Enso, the tie-up 
is “a logical step" towards 
fulfilling both companies' 
ambition to be among tbe 
world's biggest producers. 

Together. Stora and Enso 
will still control less than 4 
per cent of world capacity: 
further consolidation is inev- 
itable. 

Behind such comments lie 
several trends. First, the 
mature state of markets 
such as North America, 
Europe and Japan is farcing 
producers there to explore 
opportunities in developing 
regions such as Asia and 
Latin America. 

Per capita paper consump- 
tion in China, for example, is 
predicted to expand by 
almost SO per cent by 2010. 
In North America, forecast 
growth is 11 per cent and In 
western Europe 28 per 
cent 

Second, consolidation is 
being spurred by a trend 
towards specialisation. 
Increasingly, the largest 
companies are focusing their 


activities on a narrower 
range of products. 

Where once it was normal 
for producers to supply 
everything from timber to 
pulp and paper to packaging 
board, many companies are 
now restricting their 
activities to fewer 
segments. 

Aarre Metsdvlrta, a senior 
executive at Finland's Mets&- 
Serla. says: “Companies 
want to concentrate on cer- 
tain areas and be strong 
there. Too many companies 
are in a position where their 
portfolio is too wide to 
protect their market 
share.” 

Third, companies in indus- 
trialised markets appear sud- 
denly vulnerable to foreign 
competition In their once- 
cosseted home markets. 

Upstart rivals, based 
chiefly in Asia, have in 
recent years started export- 
ing cheap wood fibre and 
paper products into northern 
hemisphere markets. Backed 
by brand-new, ultra-modem 
factories, Asian and Latin 
American groups are now 
serious challengers to North 
American and Scandinavian 
groups. 

"This industry is moving 
from north to south and 
from west to east,” says 
Peter Massey, head of wood 
products at the Common- 
wealth Development Corpo- 
ration in the UK 

Furthermore, the eco- 
nomic crisis in Asia has 
made assets available to 
western groups at affordable 
prices because local compa- 
nies have been farced to sell 


in order to reduce crippling 
debt burdens. 

In Asia alone, a legion of 
big transactions has been 
announced this year. Among 
them was the purchase by 
Fletcher Challenge Canada 
of Trust International Paper, 
the Philippines' largest 
newsprint producer, while 
Oji Paper of Japan and Exuso 
purchased stakes in 
Thailand's Advance 
Agra. 

In newsprint, Abftibi-Con- 
solidated of Canada and Nor- 
way’s Norske Skog launched 
a $L4bn joint venture with 
Hansol Paper of South 
Korea, to be known as 
Papco. 

Meanwhile, US group 
Bo water bought most of 
Korea’s Halla Pulp and 
Paper, and Stora took a 60 
per cent stake in Suzhou 
Papyrus, a Chinese coated 
fine paper supplier. 

Tbe activity does not end 
there. North America, long 
criticised by analysts for fail- 
ing to consolidate, finally 
appears to have grasped the 
nettle. 

Bowater this year took 
oyer Canaria's Avenor to cre- 
ate the world's second larg- 
est newsprint supplier and 
International Paper, dis- 
lodged by Store Enso as the 
world’s biggest palp and 
paper group, last month paid 
S&Gbn in shares to acquire 
Union Camp, one of its US 
rivals. 

There are also signs that 
the long-standing reluctance 
of European and North 
American groups to enter 
each other's home markets 


may be easing. The merger 
of Irish group Jefferson 
Smurfit’s US operations with 
Stone Container of the US 
this year has been hailed as 
a landmar k deal and could 
serve as a blueprint for oth- 
ers. 

Finland's UPM-Kymmene, 
which last year purchased 
US magazine papermaker 
Blandin from Fletcher Chal- 
lenge Canada, is known to 
nurture ambitions to bolster 
its presence in North Amer- 
ica. where it already has 
substantial export sales. 

Doug Whitehead, chair- 
man and chief executive of 
Fletcher Challenge Canada, 
says the size and affluence of 
the North American market 
have made paper companies 
there less inclined to expand 
internationally. But 
Increased competition from 
overseas groups and the pur- 
suit of economies of scale 
are forcing Canadian and US 
companies to think globally. 


Alongside tbe M&& activ- 
ity, companies are moving to 
strike strategic alliances 
with overseas 'partners. 
Champion in January under- 
took to act ‘as US marketing 
agent for April of Singapore 
to market April's uncoated 
fine paper in North America, 
joining an international 
partnership which includes 
UPM-Kymmene and Japan’s 
DaiEL 

■ SCA of Sweden and Weyer- 
hauser, the US group, are 
together investigating test- 
liner production In China 
and India. 

Rolf Garisson. a forestry 
expert at Gemini Consulting 
in Stockholm, believes the 
internationalisation drive 
can only Intensify. . ■ “In 
Europe, producers have 
focused very strongly on the 
European market, but in 
order to mavmrisf i their com- 
petitive advantage they have 
no option: they must global- 
ise." 
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World of paper: recent deals have been driven by gfobaBsation strategies 


Montage: Gary Cummins 
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Sombre faces look on 


FINANCIAL TIMES 
Conferences 


Weak pulp prices have started feeding through to paper and board 


Pulp and Paper 

The 17th Annual FT World Pulp and Paper Conference 

* . / J. Will Change and innovation Help the Industry Escape the Tyranny of the Cycle? 

t.«- *-> .% • vr ; J 7 & 8 December 1998, Hotel Inter •Continental, London 

« The bitamadonaJ pulp and paper industry is going through a period of 
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themselves new goals for the future; Improving shareholder 
value, specialisation and consolidation. 


CONFIRMED SPEAKERS INCLUDE 

Dr Claes Dahlbficfc 

President end CEO. Investor AB 
Chairman, Stora AB 

Dr Michael W J Smorfit 

Chairman and Chief Executive Officer 
Jefferson Smtufit Group pie 

Mr Eugene van As 

Executive Chairman 
Sappl Limited 

Mr Richard Cockram 

Director 
NLK Cratrk/fOHiT Limited 

Mr Hakan OstBng 

European Pulp and Paper Analyst 
Goldman Sachs International 
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Price, in a commodity-based 
business like pulp and paper, 
is everything. It Is no sur- 
prise, then, that the sharp 
decline in pulp prices since 
mid-year has put a sombre 
look on industry executives' 
frees. 

Pulp, the main determi- 
nant of paper and board 
prices, has been a quixotic 
performer since hitting a 
near-record peak of USS1.000 
per tonne in 1995. After slid- 
ing rapidly back to more 
modest levels, prices rallied 
briefly again last winter but 
have subsequently defied all 
attempts at resuscitation. 

The price of Northern 
Bleached Softwood Kraft - 
or long-fibre - pulp sank to 
its lowest point this autumn 
for more than four years. 
Rates for hardwood pulp 
have fared no better. 

At its current level of $460 
a tonne, the NBSK price is 
barely sufficient for some 
producers to cover produc- 
tion costs. Adding to their 
worries, pulp's weakness has 
started feeding through to 
paper and board prices. 

According : to Enso, the 
Finnish group, a planned 
Increase in European fine 
paper prices has been aban- 
doned. Instead, pressure for 
price cuts is increasing. 

Meanwhile, order backlog 
for key grades such as corru- 
gated board is decreasing, 
although publication paper 
prices are still holding up. 

David Clark, a UK-based 
forestry consultant, warns 
tha t the miri -term outlook is 
gloomy. “Producers have 
done a good job in taking 
downtime mid much capac- 
ity has been permanently 
taken out, particularly in 
high-cost countries like 
North America,” he says. 
“However, new capacity is 
coming on stream in Asia 
and there also may be a 
slackening in demand for 
paper because of the eco- 
nomic cycle.” - 
A sharp Price rise for • 
NSBK to $600 per tonne, 
announced recently by lead- 
ing suppliers, is unsustaina- 
ble, he says. “I think it win 
go soft at the edges.” Indeed, 
Sddra, Europe's largest pro- 
ducer of market pulp, admit- 
ted last week the price 
increase was “meeting resis- 
tance'’ from customers- Nev- 
ertheless, the consensus in 
the market seems to be that 
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been further weakened by an 


abrupt sales decline for 


those western companies 
exposed to contagion-af- 
flicted Asian markets. Euro- 


pean packaging groups have 
been hit hard this year by a 
flood of supplies from North 


America originally intended 
for Asia. 


Add in the risk of slower 


economic growth in Europe 
and North America 'next 


year and it is easy to see 
why bullishness is in short 


supply. 
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Prices bow Bn dteeased trees under the weight of excess supply 


pulp prices have at least 
readied their nadir for the 
current cycle. “Sentiment in 
the industry has improved 
following a weak summer 
and autumn," said Deutsche 
Morgan Grenfell, the invest- 
ment bank, in a recent bulle- 
tin. 

“Norscan inventories have 
come down significantly 
since the year high In Sep- 
tember and pulp and paper 
prices seem to have hit rock 
bottom." 

The problem is that the 
pulp and paper cycle is 
becoming ever more volatile. 


Tptfttra 


Chronic overcapacity in 
Europe and North America, 
combined with the Indus 
try’s fragmentation, has 
been aggravated by a surge 
in competition from low-cost 
Asian producers in the past 
few years. 

During 1998 this phenome- 
non has been exaggerated by 
the Asian financial crisis. 
Collapsing demand and hefty 
wurency devaluations in the 
Asia-Pacific region have 
increased the volume of 
cheap imports to Europe and 
North America. 

The business climate has 




1980 


producers maintain their 


new-found discipline in 
implementing production 
curbs, pulp prices seem des- 
tined to experience some 
upside in the months a he ari- 




ers remain sceptical about 
longer-term prospects of 
recovery. "We see a risk of 
inventories rising a gain dur- 
ing the winter and we are 


still cautious about the. sec- 
tor's profitability In the long 
run." says DMG. 


The weakness of market 
sentiment is underlined by 
prices on Pulpex, the Lon- 
don-based pulp futures 
exchange, where the March 
contract for long-fibre pulp 
was last week lang - iriwhing- at 
around $430 a tonne - below 
the market rate at the end of 
November. 

Lennart Ahlgren. chief 
executive at Assi-DomAn. the 
Swedish group, says the 
underlying market is soft 

We see some improvement 
in prices for sawn goods. 
Some segments in the board 
sector and barrier c oa tin g 8 
are performing a bit better. 
The rest is rather gloomy. 

Assl last month joined the 
■“all. but growing, group of 
companies that have decided 
tii®y have little option but to 
confront the weak cycle 
hy restructuring. Assi’s 
announcement, which in* 
volves a 30 per cent cut in its 
senior management as well 
as plant closures, came as it 
announced a sharp decline 
in third-quarter profits. 

In an industry that Is 
plagued by endemic ov e rc 8 * 
Parity and where ope r ati n g 
margins are at present In 
clear decline, not even an 
unexpected bounce in prices 
is likely to stave off a fur- 
ther round of rationalisation. 
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VORLD PULP AND PAPER 3 



CASE STUDY 

IPM-KYMMENE IN CHINA 


ft|' -- 

^ ^ Being bullish in a Chinese 




fruit of UPM-Kyrrrnene’s tang&ue cxj-opergiioft v^ Singapore-tjas^ Apri 
increase Ghana's capacity for paper and bban$ pjqdUcSoo enoirnously 

On toe banks of China's 
Yangtze river, some lOOtan 
upstream from Shanghai. . 
last-minute preparations 



fin region's financial crisis, 
April was.. Has year forced to 
aaak a $235m bafiout fiom 
UPM-Kyrnwene to enable it 
to complete the Changsha 


are in Ml swing for the 
opening of Asia's latest 
state-of-the-art papier 
plant 

By earty March, the 
pea-green factory buScfings 
at Changshu wifi echo to file 
din of the first rote of fine 
paper being produced by a 
joint venture between 
Singapore-based Asia 
Pacific Resources - 
International (April) and ' 
UPM-Kymmene. 
affiance, unvefled in 
, is one of the most 
far-reaching mad innovative 
between northern and 
southern hemisphere 
producers. Together, the two 
companies aim to tap Asia’s 
vast potential as a region 
forecast soon to supersede 
North America as the 
world's largest paper and 
board market 
Notwithstanding the 
cment economic crisis, 
which is expected this yea* 
to precipitate ihe-first 
decline ki Asian paper and - 
board demand since 1981, 
the region's use of forest 
products will grow faster - 
than .any other in the next 
decade or two. 

- Foreign companies are 
now flocking to grab a share 
of the spoils. "Asian markets 
have, the greatest 
taper-producing potential fri 
i'the world" says Juha . 
NiemeB, UPM-Kymmerie : 
chief executive!:. 

“TTfe potential has only, 
recently been understood 
by western paper 
companies.” . 

Mr NiemsI8. sees tire AprB 
partnership as pivotel to 
U PM-Kymmene’s strategy of 
establishing itself among the 
global leaders In magaztee 
paper, ftee paper aid 
self-adhesive paper and - 

laminates^—-" 

UPM-Kymmerte's ties With 
April date back 15 years* 
when the two groups stated 


EQUIPMENT SUPPLIERS by Tm Best 


coBaboraHng in plywood. - - 
The new venture centres on 
fin paper, used for copying 
and printing, but abo 
tocfaxfes a smefi stationery 
plant at Gurinu, near 
Shanghai. ■ 

The a M o n cci, '. 
consummated just as crisis 
struc* Aste-PaoBc’s 
economfes test year, 
envisages that the two 
group® wB swap- states of 
30 per caot si each 
otharis fine paper - 
operations. .... 

The exchange had been '• 
due to tatepteoe eariy next 
year but has bear defend 
because AprS is unable to 
rate finance to complete fito 
thfed of three near fine paper 
machines. . .. 

Confronted bytfie cnx&t - 
squeeze which has afffeted 
Asia-Pacific's big 
corporations in the wake of 


In return fertile cash 
injection. UPM Kjjwwns , 
now has a 49 per cent stake 
si the phot as weft as ~ 
management control April 
also operates a fine paper 
machine in Ffiau, Indonesia. .. 
A second machine at Riae is 
hatf-butt bat canstnidios 


workBcuwnfiyin 

faabo to the absence ’ 
of$21flro at adcSriorsat 
■financing. 

IMS fee fired machine is 
completed (the work k Boaty 
toitahe one yea^. the share 
swap beftwanApril arid; 
UftH^o tiBW cawotte 
canted out accenting to' 
£fter agreement - 

The Changshu factory, 
Mte annual capacity of : " 
39X0Ofi tonnes of tins 
papa; is intended p rimary 
to sqrws the buddfog 
.Catenae market 
^ extends to expkft a shift 
among Chinese buyte 
towants higher-qudEty tine 
paper at the expense of 
do ro esCca B y produced 
.nan-wood papers. 

These papers, typteaSy 
made tom straw or reeds, 
are 30-40 per cerfi cheaper 
but eahwfi be used for 
c^tog, says PartB 
Satarinen, Changsha's 
general manager. 

■ The scale of tiie Otoese 
market's potential is evidertt 
on a visit to Changshu. The 
AptttUPM-Myrnmene factory, 
butt on an industrial park 
which itself is a jotot ventae 
between fire Chinese and - 
Singaporean governments, is 
supprkedevenluaByto ' 
contain six machines. 

Together, tiiese would 
hove a mammoth 2.1 bn 


tonnes of annual capadlyL 
Thfc com p ares wfib fire total . 
Chteese raarfaetfor ; 
Mgfc-qMattjr fine paper which 
today is about 1m . 





SukantoTanoto^ApriTs- 
chatanan and chief 
ex e c u tiv e . de s ettees toe 
coteboeatioowah 
UPfcU&aoeneasa 
xftferbofe 


tie-«ps give fia& local partner 
a lower Cote. of capfed, 
access jte toe tetest 
technology anrf association 
with an estabfished raafcet 
pedigree, Mr Tianoto seys. hi 
retus, fl» forajgw party 
gains tfirect and smooth 
access to toe world's fastest 
growing rnariteL . 

April orriy entered the pulp 
endpaper industry in 1989 
and has since spent dose to 
$2bn an aceumtriaflng an 
asset base torn makes it 
Asia's second-largest 
paper company outside 
Japan. 

Such spe w fing hasput a 
abate on AprS*s balance 
sheet but Mr Sutanto . 
beSeves fl» oufiay is 
justified by the markers 
potential 

"Trees in Scandinavia taka 
60 to 70 years to grow; here 
they take seven years. You 
don’t need arr eco no mic s 
degree to see how you 
can make money,' 1 he 
says. 

"What is fiie point in the 
Chinese paying 
Scancfinavians and North 
Americans to grow trees to a 
difficult environm ent and 
then paying for paper to be 
transported from tha other 
side of file worid7” 

At Changshu, fine paper 
w» be produced using 
suppfies of short-fibre pulp 


from April's Riau ptip plant, * 
five-and-a-half days away by 
ship. The fest pulp • 
edns^nment is due to arrive 
in January. 

One of the chief obstacles 
for companies contemplating 


on 



1 : 



Core industry reforms are todr®. seconder wiai^^ 

financial^ ^engineolng^ 'as - ibey are at mectianfoa^ engareering • • 
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Turbulence in the world 
pulp, and paper market has 
begun to shake the equip- 
ment manufacturers and 
tooAbig suppliers that serve 
the industry. 

Companies whose lifeblood 
is the order stream from 
large paper-makers have 
been hit hard by the com-' 

, bitted effects of industry con- 
solidation. pricing pressures 
and volatile demand . ^ 

Asia's 'economic turmoil - 
and uncertainty in other 
emerging markets have also 
persuaded pulp and paper 
producers to .delay new espi- • 
tal projects, leaving many 
.. mac hine mp' mife| ) r!tiw ' ftP! with 
excess inventories and cantor 
y books that look horriBly 
lumpy. 

It is not a new experience 
for the industry, however i~ 
The notoriously cyclical 
nature of the market, has 
long caused sleepless nigh ts 
for the equipment suppliers. . 

Over the past' 10 years, 
that trend hag forced them 
to turn themselves from 
mechanical engineers into 
financial engineers, .ft is bo 
longer sufficient for paper- 
machine manufacturers such . 
as Valmet of Finland, or Bel- 
oit of the US to deliver reli- 
able .turnkey equipment. 

They have had to adapt by 
ensuring their machi ne s pot 
only function efficiently. Ink 

also contribute substantial 
savings and improve d, pro - 
duetivity for their custom- 
ers. ■ . : 

That effort has become 
. much more costly — in tenofr 
of research and development 
- given the environmental 
and energy-saving demands 
. of the pulp and paper, indus- 
" tries; 

Pressure for globa l l°w~ 
cost suppliers has, therefore. 

prompted a shakeout injl» 
equipment industry, .win 
small manufacturers being 
swallowed up by Inrg* 1 
rivals and . competitors con- 
sidering mergers. _ . * 
That process culml nstcc 
last month with the agneA-. 
merger of Rauma 
m^the two EInnish 
Ist engineering com panie s^ 
to create the world’s.torgaat 
producer' of fiw^stry^WUlp- 


» A' • 


aad 
machgiety. 

The enlarged 1 eompa&y. 
bcie^zBKanuarket capfiafea^ 

tkot of stoo/Bt TSStsJba and 
combined sales of FHE&Sm 
(l4.4hn) T wffl sapptP eqrfp- 

ment troru one end of the 

prodnctloa process to- the' 
othav from timber process- 


Vaifflit Tfc wt pursued 
Sanaa. Mattt Sunberg, Vat- 
met eteef executive, says toe 


Although the avaada® 
between their eaSsting 
operatfousis rnfamnal^ seadur 
executives - an both sides 
ctibn they can. achieve- syni- 
ergy savings, trf FB440£tar s 
ryear by exjdoittag riamg 
ftmwwt for plank wtigm» ' 

tWwi, aud birpooHng their 
tfiafirlbutisa and. seavdee 
o^oxtiflBS. ■ 

Tha logic behind fiaerdeat 
aaA otbess to toe mdastry 

‘Tbe naKfeet for : ' • . 

new paper '- 


* relationship 
twice', before during ■ the 
ISSflSL 

- “We are pleased that this 
time ft. looks like we. will 
manage to tin it-” he adds. 
“CansoBdafcion has -been, 
averdae. eternally as the 
eustEraes's are expecting us 

to assjBEoe mcece resp asaal 
jity :r fcw t&eir ja^dnctlcrn 
ebato.” . '•*. .• 

• Many auaJysto sa^eefc 
tha t toe deal was brokered 
by UFaa-BEymmmm,- which 
owm5 3i5 pec cart of Kama, 
and vtoiciL has toag soujSrt a 
fragmoutedr supplier 


12 


. is plalii. 
getting trigger 

gte&aL TteSr sazg&as.aeeQ 

to grow with them*, witife 
also scekbya Sref east hase 
at a time of to gg bfc mktere 
"and ndsed dfmsmtt ■ 

"The market for aaiw paper 
machines smf 
'laait-ftu bw» abm* nffl^ 

existeat for 12 mev&s now, 

mainly due to Afit an. nuffist- 
mants b^ng 

says Sriteri TfiMMlwav ctof 

ffnaarfal cSBStr W t BtoBIM- 

“We have had to react to 
caD dftfHws T 

But v&teet waft so* Baa- 

ma r s- Cast di«6se as.*»e^r 
p^twar. ^ csovm tes 
had on-gg'-; ta&s . w ith 

Alstiom, asathar. Jtotisb 

has «°^25'2Sf 

agree satosSaeiDW. w 
adeaL ^ „ 

Btls also nattitottstt ttee 


' “UFSC-Ksaamerifc clearly 
regarded .Banma as an 
^madeacvalneat assets and it 

.may have engineered -tins 
deal as «t way ef boosttogtiw 
co au p a ty' s sbme price going 
- forward,” one Indastiy ana- 

>St>9S.. . 

. Wketfaer that is. the case or 
net.. toe. deal has mxlaubt- 
■Mfty_tea»a3ed toe presHure 
vA competiters is the fodas- 
try to consider similar 
' betiatoato 

to toe gaZp side; Kvaer- 
ner. toe tra^Med A^oTfer- 
wegfan can &a n KrafG , might: 
he open- to sm aHer fin its 
ptfip mwddae opsatioas^ - 
loas.lfit 

; deg fo fee:pgtper machinery 

sector, Beloit of til e US 
mtgixb he taaffted to eapfere 
aw affiance witi* \Toath. the 

That dead would bring; 
tc^ethes_. the second and 
t Wrd fesgest paper machine 
GOmsunfeft arid press a real 
challenge to vateet 
At the other and et the 
pincbKton .drain, Pgrtek of 
ffbtiaid&a; it & 

ready to draBo^e SaOma’a 
cteminsgce of . toe forest 
Bmdriae 

Part3ei.'a3ea&[g producer 
of ftofiar haireiing equip- 
meat . festhor Can- 

safi d ati m t isinertfiabia. nt is 
ewy tostowe toe awvfng to^ 1 
kggg te vtote msgr 

ess. wrf'aepSsaiiraC says 
€a*bgaferTBBSBni:. * 

tost 

-iff 


trend was demcBStrated by 
toe acquiritina last year of 
Skfigsgan, the snail Swedish 
company, by Caterpillar of 
the 05. 

Far the roast part, that 
process is befog driven by 
the customer. In both palp 
and paper, customers want 
to cot pur c h asing, i n ve nto ry 
and seavjemg costs. 

Nevertheless, tire equip- 
ment suppliers are also 
growing raprkfiy through 
i nn ova ti ve technology. In 
forestry harvesting equip- 
meaih.for f gran^ iii* the Nor- 
dic pioneers of the “cufc-to- 
feagtk* mrihod — ■ fix which 
trees are felled, de-limbed 
and m the forest mang 
computar-alded nrachhuay “ 
see huge potential to export 
the system to North America 
and beyamL - 

&i pap c s nm klng machin- 
ery, suppEras are investing 
heavdy feifegt aate m at ta n 
to customers rrrt man- 
nlm g na tch* 

Behind a8 this is a strong 
p r ofi t motive. Increased size 
in itself does not gumantee 
better margfla s. Eqafpment 
maeufectarers realise they 
must cHt their own costs - 
partiestoriy in marketing 
and .rK w ruirt w — fen' mam . 

in the face of 


Given fiie dearth of large 
idem, they also bare 
to deveteg* mare profitable 
afteBraaarket activities. 
"There- teraGmey to be made 
in ateoBBsarket and single- 

machtae retrofits, bat we 
have toinafte&more proft 
aWe,^ sags Bmxma exec- 
utive. • " 

Certainly, recent profit- 
ahSiy :dofia mot aBow for 
comsh£esc?. Both ftamna 
and. Valmet- .saw' profits 
deefine fix t&e third quarter, 

jffgf nthpr mmpowwt snppB- 
ers sutit as Scapa e£ the nK~ 
have toured' a irezDher of 


T&eoudook cm mdas aasd 
prices is - not expected to 
lmproveHi toe Aral ternuff 
t&a equqesffist sn ppSers are 
to tefid ungfeet share and 
reaHse aSgsdflcant saving^ 
m are mergers, and aoqaiat- 
tfeaswfiTbe dcwra fbeBhe. ; 



RoP-<wt blgher-quaBy fine papers are starting to replace che a p er non wood jUama t i vaa 


an Incursion teto a 
developing market are 
cuttuiri barters and the 
often arcane ways of local 
bui cj w wn fe:- 
For oorr$>antes Rke 
UPM-Kymmene, linking arms 
with a local partner 


eliminates some of these 
bumps. 

At Changshu, there is a 
diverse ethnic mix. Around 
60 Finnish, Taiwanese, 
Malaysian and"- Singaporean 
expatriates collaborate 
with about 540 native 


Chinese workers. 

Mr Sabninen says: 
“NaturaBy, there are 
differences between the 
No nJM We nd Asian way of 
doing business but overall 
the collaboration has been 
very smooth.* 


Early next year, when the 
fine paper machine at 
Changshu starts raffing, 
UPM-Kymmene and April 
will start to reap the benefit 
of this teamwork. 

Greg Mdvor 



Wary manufacturers of prestige products have come 
to one and the seme conclusion: Matsfr-Seria's fine 
papers are the right choice for high quality printed 
materials. Jaguar is a good example. Its brochures 
have to reflect the exclusive quality and luxury of its 
cars. The paper obviously has to bo very special. 

And tha paper that Jaguar has selected Is Galerre An 
from Metsa-Saria. 

Metsa-Serta is a major European forest industry group 
which markets its products globally. The company focuses 
on two main sectors: printing and packaging. Today. Metsa- 
Serla is m good financial shape. The company is- well 
placed to continue to perform- steadily and to increase 
shareholder value.. Metsa-Serla otters an interesting 
opportunity for investors. 


Matsfi Group 

Meisa-Serla Corporation 
P.O. Sox 20 
’fin- 02020 Mersa. 

Finland 

Tel. +358 1 04011 
Fax +358 1046 94355 
vrww.mnssserbi.eonr 



V 1 










. ^ -■£ 


IV 


financi 


AL TIMES MONDAY p t AKMB | K7,y 


WORLD PULP AND PAPER 4 



NORTH AMERICA by Scott Morrison 


Pulp trails paper in process of rationalisation 


Papermakers are starting to use consolidation to deal with price-depressing 
overcapacity, but there is a sense that pulp businesses are just panicking 


A series of acquisitions this 
year indicates that North 
American paper producers 
are accelerating the pace of 
consolidation in what is 
widely regarded as one of 
the continent's most frag- 
mented and poorly managed 
industries. 

That is an item of desper- 
ately needed good news far 
an industry that is strug- 
gling to cope with overcapa- 
city and weak demand, par- 
ticularly in Asia - factors 
that have combined to 
depress prices and reduce 
margins. 

Newsprint producers have 
been the more aggressive 
North American consolida- 
tors thus Ear. a trend that 
began with the 1997 merger 
that created industry' leader 
Ab it ibi - Consolidated. 
Bowater. the US group, this 
year emerged as the world's 
second largest producer after 
its USS2.4bn acquisition of 
Avenor of Canada. Rational- 
isation continued this year 
when Canada's Donohue 
acquired two Champion 
International mills . 

Consolidation has been 
abetted by paper producers 
selling off newsprint mills in 
order to focus on other core 
businesses, as in the case or 
Champion. Another example 
is Canada's Koranda Forest, 
which recently announced 
the sale of a newsprint mill 
as part of its strategy to 
focus on building materials, 
pulp and speciality papers. 

The top three North Amer- 
ican newsprint producers 
now control 50 per cent of 
the US market, compared 
with eight companies hold- 
ing the equivalent capacity 
about three years ago. 

Despite progress in consol- 
idating newsprint produc- 
tion. the outlook for prices 
was bearish in late Novem- 
ber following the end of a 
five-month strike at Abitibi- 
Consolidated. which had fro- 
zen 40 per cent of the group's 
newsprint capacity. Ronald 
Oberlander. the company's 
chairman, warned that 
prices could decline if other 
producers did not take down- 


time to curtail supply. There 
was no indication, however, 
that Bowater or Donohue 
would scale back production 
to compensate for Abitibi- 
Consolidated’s return to the 
market. 

Analysts have said that 
increased production com- 
bined with moderating 
North American growth 
could push newsprint prices 
down to US$500 per tonne 
from the current range of 
between US$550 and US$000. 

The state of the pulp busi- 
ness is a clear reminder that 
the industry still faces sig- 
nificant challenges. The sec- 
tor remains highly frag- 
mented and global economic 
uncertainty continues to 
depress prices and margins, 
giving producers few incen- 
tives to consolidate and 
increase their exposure to a 
depressed sector. "Business 
in pulp is so bad that they 
don't even t hink about merg- 
ing. The first step is to close 
down pulp mills.'’ says one 
forest products analyst in 
Montreal. 

A number of firms have 
begun to address the sectors 
overcapacity, considered by 
many to be the most promi- 
nent hurdle. Kimberly-Clark 
is expected to dose at least 
one mill in 1999, while Geor- 
gia-Pacific is shutting down 
the production of 450.000 
tonnes of pulp for at least 
two years. British Columbia 
producers have also cur- 
tailed pulp production. 

It is encouraging that 1998 
will be the first year in 
which no new pulp mills 
enter into production or are 
in development, says Chip 
Dillon, an analyst at Salo- 
man Smith Barney. But 
many observers anticipate 
another year, perhaps two, 
may pass before the mill clo- 
sures alleviate the overcapa- 
city problem. 

Perhaps the most dramatic 
changes in the North Ameri- 
can pulp and paper industry 
involved consolidation 
among container board pro- 
ducers. Shareholders in late 
1998 approved Jefferson 
Smurfit’s US$5.8bn acquisi- 


tion of Stone Container to 
create the world's largest 
container board producer. 

The new Smurfit-Stone 
moved quickly to tackle the 
overcapacity problem when 
it announced it would slash 
10 per cent of its workforce 
and shut mills that produce 
about i.im tonnes of con- 
tainer board, equal to about 
17 per cent of the group's 
output. 

Mark Wilde, an analyst at 
BT Alex Brown, says Smur- 
fit-Stone ‘s capacity reduc- 
tion. combined with mills 
shut down by other produc- 
ers. should cut North Ameri- 
can cuntainer board supply 
by as much as 2.5m tonnes 
annually within the next few 
years. Analysts applauded 
the company's initiative. 

While seasonal factors are 
expected to push container 
board prices down over the 
next three months. Mr Wilde 
suggests that the cut in sup- 
ply will produce a rebound 


‘Business in pulp 
is so bad, they 
don’t even think 
about merging' 


in prices by the spring. 

News of Smurfit- Stone's 
capacity cuts coincided with 
International Paper's 
announcement that it would 
acquire - competitor Union 
Camp for US$6.6bn in stock 
and assumed debt. The deal 
would give the US company 
a 22 per cent market share 
for uncoated free sheet, one 
of the more fragmented sec- 
tors in the industry. 

The acquisition would also 
establish International Paper 
as the -second largest con- 
tainer board producer with 
14 per cent or die US market. 

Perhaps most importantly, 
the flurry of announcements 
In late November, which 
pushed US paper stocks 
higher, was -seen .to pressure 
other producers- to respond 
with merger and acquisition 


deals of their own. Boise 
Cascade and Willamette 
Industries were among the 
Nortb American paper 
groups seen as potential 
merger candidates. "The 
world has been waiting for 
something like this. It's a 
step m the consolidation of 
the worldwide paper indus- 
try." says John Dillon. Inter- 
national Paper's chief execu- 
tive. 

Forestry analysts and 
other industry observers had 
indeed been waiting for 
something like this to hap- 
pen. They have been arguing 
that US paper producers bad 
little choice but to rational- 
ise in light of consolidation 
by S '.-an din avian producers 
over the past few years, but 
Lhe deals had been slow in 
coming until this year. 

The North Americans 
were among those to. up the 
ante in 1998 with a series of 
Asian acquisitions and other 
deals, such as the USSl-3bn 
joint venture between 
Abitibi-Consolidated, Norske 
Skog and Hansol Paper of 
Korea. Bowater moved east 
with its US$223m acquisition 
of Korea's Halla Pulp and 
Paper, but it remained one of 
the few US groups to invest 
in Asia. 

Mike MacCalium. head for- 
est products analyst at Price- 
’tvaterhouseCoopers, says a 
number of US paper produc- 
ers have considered Asian 
opportunities in the past 
year, but the companies 
were likely first to focus on 
rationalising production in 
North America, where the 
fragmented industry pro- 
vides the best opportunities 
for achieving cost-saving 
synergies. 

Most industry observers 
expect US paper producers 
in 1999 to move more quickly 
to exploit opportunities in 
their home markets. But 
some analysts caution that 
such a strategy could even- 
tually come back to haunt 
US companies if they fail to 
keep pace with international 
competitors expanding their 
reach throughout. -Asia? and 
Latin America. 
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Piled Hgft: efforts to cope with overcapacity have begun but pulp producers are a long way behind on the road to rattonaltv-atiou 


BRAZIL by John Barham 


Determination to muddle 
through the medium term 


If only operators can survive these straitened times, they should profit in the 
longer-term thanks to the country’s high volume of pent-up demand 


Brazil's pulp and paper 
industry. Latin America’s 
largest in production terms, 
has begun what may prove 
to be a far-reaching and 
painful period of consolida- 
tion as companies struggle 
to increase margins. To add 
to tlie sector’s difficulties, 
the trough in the industry's 
cycle is coinciding with a 
severe financial crisis in Bra- 
zil. The economy is expected 
to contract by between 2 and 
3 per cent in 1999. 

Josmur Vertllo. who 
recently took over as chief 
executive of tndUstrias Kla- 
bin Pupel e Celulose, Brazil's 
biggest paper-maker, with a 
mission to return the busi- 
ness to profitability, says in 
spite of these problems 
■‘there are opportunities". 

"We are investing in 
capacity' expansion. We are 
also thinking of acquisitions. 
There is a large number of 
companies and (the indus- 
tryj needs consolidation." 

Brazil has 220 paper and 
pulp companies, but only a 
handful are significant oper- 
ators. Last year the five larg- 
est pulp companies 
accounted for two-thirds of 
output: the five largest paper 
companies held 45 per cent 
of the market. However, 
most - including some of the 


biggest companies - are los- 
ing money or breaking even. 

Nonetheless, Carlos 
Augusto Lira Aguiar, who 
runs Aracruz. Brazil's big- 
gest pulp company, says: 
“We are fully able to com- 
pete with companies in 
developed countries because 
our costs are among the low- 
est in the world, even with 
an overvalued currency. 
Companies need scale as 
well as good (product! 
prices." 

He argues that consolida- 
tion “is only a matter of time 
because (local companies] 
are going to have to negoti- 
ate with international com- 
panies and unless you an? 
the same size, you will be 
decimated. For a win-win sit- 
uation. both sides have to be 
the same size." Aracruz 
exports nearly all of its 
annual output of l.25m 
tonnes. 

The consolidation process 
is likely to involve only Bra- 
zilian companies for some 
time, industry bosses say. 
Raul Calfat. chief executive 
of Votorantim Pap£is. 
another big paper and pulp 
producer, says "consolida- 
tion has a regional charac- 
ter", concentrated in Scan- 
dinavia and North America. 
The big Brazilian companies 


will begin by taking over 
their weaker local 
rivals. 

Mr Calfat thinks this pro- 
cess is likely to take longer 
than in Europe or North 
America since Brazilian law 
allows owners - almost all 
of them families - to retain 
control of companies by issu- 
ing only non-voting stock to 
outside investors. 

Although most of the big 


Big international 
companies have 
barely dipped 
their toes in 
the water 


pulp and paper manufactur- 
ers are listed on the Sao 
Paulo stock exchange, none 
can be taken over by raiders. 
Mr Calfat. whose company 
grew from nothing 1U years 
ago. in large part by acquisi- 
tions. says takeovers will 
have to come by negotiation, 
often involving a large num- 
ber of family members with 
conflicting interests. 

So far, the big interna- 
tional companies have 


barely dipped their toes in 
the water. 

Champion has a small 
paper and pulp plant. Kim- 
berley Clark has a tissue 
paper joint venture with Kla- 
bin. St ora Enso has an alli- 
ance with Oderbrecht, a con- 
struction group that is 
entering the paper and pulp 
market. Klabin is in talks 
with foreign companies to 
run its Baceli dissolving 
pulp plant, which was an 
expensive failure. And Mr 
Calfat of Votorantim says 
his company is "open to alli- 
ances with international 
players." 

Eventually, the big inter- 
national groups are likely to 
expand into Brazil as con- 
centrated markets in North 
America and Europe force 
companies to expand into 
Latin America and Asia. 
Even the biggest Brazilian 
companies are small fry in 
global terms and many have 
weak finances, making some 
of them vulnerable to take- 
overs. However, Mr Aguiar 
of Aracruz says defiantly: 
“We are too big to be 
bought." 

Local companies need to 
become more efficient, more 
profitable and less indebted 
to maintain their indepen- 
dence and prepare for eco- 


nomic recovery. If all goes 
, well, growth could resume in 
' 2000. If the government’s 
IMF-backed reforms fail, 
Brazil could suffer several 
years of recession. The 
industry has already been 
struggling with low capacity 
and low prices for most of 
this decade. 

Companies have cut costs 
aggressively. Aracruz has 
reduced headcount to 2J20Q 
from GjXJD in 1992. The com- 
pany plans to cut costs by 
$30 per tonne by 2002 and by 
a further $20 per tonne 
between 2002 and 2008. 

However, cutting costs is 
not enough. All the large 
companies are trying to 
increase their production of 
more profitable value-added 
products. Klabin wants to 
increase the proportion of 
value-added products to 75 
per cent of revenues (from 60 
per cent now) over the next 
three years. 


Paper consumption, 1997 

ipercaiSa ~ w " 



35(1 


sm& umnam etas 


Votorantim is Brazil's only 
local supplier of coated 
wood-free paper and thermal 
and carbonless paper. Klabin 
and Aracruz are diversifying 
into the lumber market, 
producing wood for the con- 
struction and furniture 
industries from their forests. 

Brazil's soil, temperature 


and rainfall make it one of 
the world's lowest-cost pro- 
ducers of forest products. 
The country ranks as the 
world's 11th biggest paper- 
maker. However, consump- 
tion is still very low. Each 
Brazilian consumed an aver- 
age 39kg last year, about 
one-fifth the amount con- 


sumed In tin* .nerm- lim.. 

""This narrow kv.ir ui.n 
constrain*- the medium n im 
outlook fur i:rov.l!i .uni | •: . i' 
its. Excess caiu. iu umvi* 
mauv companies (»• c\jv-n a 
lower-mam a activuv tii:ii! 
domestic sale.- while a 
protracted recession could 
reduce sides of a oroihi. r 
that is closely cnrit-lndil •:» 
economic -trout ti mil U-< 
rise uiul i'.ili in incomes. 

Nonetheless. Brazil - lon- 
ger- term prospects an* v> i > 
attractive. This is a Ln 
immature market with 
pent-up demand for .-oi<hi-ii- 
eatud prnduns (Vusuinp- 
tmn surged by Ui jvi cent a 
year between l«*l ivlu-n 
the economy grew -ha i ply 
after the government cut hi- 
ple-dtgit inflation and last 
year. What remains t»> U* 
seen is which operators will 
he left in the game when 
demand takes uit 
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Wood Industry Sector Investors 


Contact Peter Massey or David Allwood 


CDC 

One Bessborough hardens, London SW1V 2JQ. 
Telephone: 0171 'International +44171) 628 4488. 
Fare 0171 (hrtenuiUoful +441711 628 6505 
E-mafl: deptbd@wdc.co.uk 


Vfett our Wdtxlte: http://HMiw.cde.co.iik 
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I Wood-fired expansion: producers are starting to divert 


away bom basic papermaKrnn 
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ENVIRONMENTAL ISSUES by Greg Mclvor 


Acknowledging the need to keep forestry green 

Producers are feeeling a growing tension between the morality of (ess intensive foresting and the expected rise in demand for paper products in developing economies 




Prodded by environmental 
pressure groups and. 
impelled by tougher legisla- 
tion, forestry ■ -companies 
have made great strides in 
reducing the ecological 
impact , of their activities 
during the past decade or iso, 
Until quite recently, paper 
nulla were serious polluters, 
spewing out contaminated 
water and noxious gases. 
Since the 1970s and 1980$ 
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ularly reduced thanks to 
new technology that lias' 
enabled producers, to shift 
away from chlorine 
bleaching ^ 

Progress has been equaDy 
striking • in .recycling, - an 
industry which had a ' diffi- 
cult gestation due to resis- 
tance errnnrig 80X06 industry 
‘ executives -who feared - mte- 
gcddedly — that it threatened ■ 
the virgin fibre business. 
Today, recycling Is ah 
accepted and important cog 
in the paper industry Wheel 

Recycling and plant pollu- 
tion may no longer be con- 
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Foremost among these is - 

how to meet calls Pot a mare iff? - i. ~ r 1 — £ 

sustainable approach to. .• is 

wood harvesting. V *K V. : 

The practice of dear-cut ^ r ’ \ - 

ting, whereby large areas of VaT - \ ' ' : >•' 

forest arefelled and scarcely A ' ‘ "Cf 

a tree left standing, has • \ 

become a potent symbol for V~ 

the environmental destine- . \ ./ 

tion which modem, infen- '- ' w ; — X- 

sive forestry ‘can wreak. \ 

. Although it is the. most ;7J H_mmiinii mimii Him , 
economical method of log- •r."isnR'J5- a?“ i af, 
ging, dear-cutting has been 

blained for soil erosion and .c-v7i;. .rC;.,'. • 

flooding, as well as for 

destruction of wildlife habi- by large Scandinavian pro- 
tat. In . China, this year’s ducers, to abandon clear-fell- 
disastrous . floods were Ihg. Instead, these groups 
blamed by the government have embraced a concept 
on deforestation- Tough new known as "ecological land- 
laws on logging companies - scape planning", , whereby 
in China now seem likely. " old-growth and dead trees 
In those areas where are preserved and valuable 
dear-cut areas are replanted, areas, such as woodland bor^ 
the former forest is often daring watercourses, are set 
replaced with monoculture- aside as nature acmes, 
style plantations, which sop- " AssiDomfin, the: Swedish 





Giving up smoking: recent progress to reduce pepermaking polution has bean tkamatic. The focus is shifting now to logging methods 


company’s afaflity-to portray 
its logging as environmen- 
tally sound Is a price worth 
paying: Increasing numbers 
of Europe’s largest forestry 
groups now share tins view. 


of logging is carried out via pledges. MacMillan's olive 


old-growth and dead trees but ecological landscape 
are preserved and valuable planning has been slower to 


areas, such as woodland bor- 
dering watercourses, are set 
agida as nature zones. 
AssiDomfin, the: Swedish 


part only a reduced range of group, , estimates that 10 per 


plant and animal species. 

Pressure for a more eco- 
friendly approach has per- 
suaded, some companies, led 


cent of its harvestable forest 
yield is "lost” to ecological 
landscape planning. Yet 
executives believe that the 


catch on elsewhere. 

In North America, envl- 


dear-ents. 

Bat here. too. attitudes are 
softening. After a bitter bat- 
tle with environmental 
organisations, culminating 
in a boycott of its products 
by Greenpeace, MacMIHan- 
Btoedel of Canada this year 
vowed to cease dear-cut log- 


jcjgmentaHsts still dash rag- gmg in its forests in British 
ularly -with large timber Colombia and announced it 


companies over the indus- 
try's refusal to- abandon 
dear-faffing. Hi British Col- 
ombia, home to Canada’s big 
forestry industry, 95 per cent 


wanted its logging activities 
to be certified by the Forest 
Stewardship CoOntSL 
One or two other compa- 
nies have offered similar 


branch to the FSC under- 
lines the growing impor- 
tance of the Mexico-based 
organisation. Founded in 
1993 by a collection of envi- 
ronmental pressure groups, 
timber interests and indige- 
nous peoples’ organisations, 
the FSC has become an 
influential tool for compa- 
nies that want to convince 
consumers their environ- 
mental practices are sound. 

The FSC - started with 
grants from the Austrian 
and Mexican governments. 


the World Wide Fund tor 
Natine and the Ford Foun- 
dation - has so far endorsed 
more than 8m hectares of 
forest which it considers are 
managed responsibly: that 
is, where commercial exploi- 
tation takes account of 
long-term environmental 
and social considerations so 
that logging is carried out in 
a sustainable manner. 

FSC-certified forests now 
exist in 30 countries, includ- 
ing Sweden, Malaysia, South 
Africa, Costa Rica and the 
UK Certification, carried out 


by independent auditors 
accredited by the FSC, is last 
becoming the benchmark 
against which forestry com- 
panies' adherence to good 
environmental practice is 
judged. 

Other, rival standards 
exist but the FSC appears to 
have a bead start Christoph 
Thies, forest coordinator for 
Greenpeace International, 
says development of fbe FSC 
standard is “the first time 
that the economic side has 
been brought together with 
the social and ecological side 


to reach a viable solution 
which is environmentally 
sound. It is the only 
approach we see so far 
which is really credible". 

Ignoring the FSC can 
prove costly. When J. Salis- 
bury, the UK retail chain, 
last year reviewed timber 
procurement tor its Home- 
base do-it-yourself outlets, it 
shifted a £Tm contract from 
Finland to Sweden because 
of the Finns' insistence on 
developing a domestic certi- 
fication system in preference 
to FSC guidelines. 

"Our customers will 
expect that we know where 
a [wood] product comes from 
and, most importantly, how 
it was produced," says 
George White, a Salisbury 
environmental manager. 

According to Mr White, 
Sainsbury sells 18.000 forest- 
derived products. Of these, 
only about 500 are backed by 
an FSC certificate, but he 
expects the number to treble 
within the next two years. 

Even with the FSC, paper 
companies are confronted by 
an inherent contradiction 
between shareholders' expec- 
tations of ever higher profits 
and the preservation of bio- 
diversity - the panoply of 
flora and fauna that inhabits 
ecosystems. 

This is particularly so in 
the developing regions of 
Asia and Latin America. 
Juha Niemelfi. chief execu- 
tive of Finland’s UPM-Kym- 
mene, says: "There is no 
alternative to intensive for- 
est cultivation when grow- 
ing Asian populations raise 
their standards of living." 
Nevertheless, he argues 
there can be an acceptable 
trade-off between conserving 
species and satisfying inexo- 
rably rising demand for 
paper and board by, in 
effect, sacrificing some for- 
ests for Intensive timber pro- 
duction to protect others. 

In Indonesia, Mr Niemelfi 
says, setting aside just X per 
cent of the country’s forests 
for timber production, would 
satisfy projected demand for 
paper and board up to 2005. 
According to Mr Niemelfi, 
this equation means rain- 
forests have little to fear 
from the logging industry. 




PROFILE 
JEFFERSON 

Boxing clever « 

The head of Ireland's biggest company, 
which produces the "raw material for 
box-making, uses, shrewd management to 
buck the business cycle of his industry 


ft is said by analysts that -- 
Michael Smurfit “tands to . . : 
buy.other peopfe's. 
mistakes". • • 

Certadniy.-tho chairman, 
and chief executive pi, ' 
Jefferson Smurfit, Ireland's 1 
largest company and one of 
thevraricPs teaefing 
producers of conteirtecboard, 
has atxjuiredareputatk^ 
ashrewd-judgeoftfie 
paper industry oyarthe - - 
years; 

Hte tartest to . 

merge his US asrioejata with 
Stone ContainetTCnaaikifl in 
the propesslhe biggest ...» 
producer of contateetijoard 
- the raw materfaffor/v- 
boxes -m North America,, 

His business methods - 
Which legend has it he teamt 
while devouring 
management textbooks 
during a long illness as a 
young man - are simple- He 
buys out weaker competitors 
at the bottom bf the cycle 
rather than buBdtag new •• 
capacity:- in fills way the 

next upfom fe not ptitin 


The approach also -means 
the company is afl the time 
acquiring scale. The lager it 
becomes in any particular 
market.the more it can 
Instill the disciplines needed 

to prevent . an. 

capacity which too/oftan ; 
happens when prices 


rebound. 


- sometimes parochial Irish 
. business culture to make /the 
’ company a global business 

concern, with a market 
capftaHsatfon of f£2bn. 

Under prompting from 
Michael, Ws father took the 
small Dublin-based box 
company public in 1964, 

. Michael had returned from 
' England to 1955, where he 
had ran a sma» paper 
company, having sought to. 
escape his domineering 

- father. 

- When he became chief 
executive Tri-1977, the 
company was making profits 

:oflEl75.ooo.tts pre-tax 
profits reached l£200m fn 

1896, slipping back to 
l£139rh In 1997. 

!' Growth has come almost 

- HxdusJyely by way of 
acqifettforvf fe/ in Ireland 
where he hoOght^but tod 
longnastiib^^ 

Protest* 

proifesslohal.asq^^ncy 
the 1960s; 


the US, and' more ,‘iecefitiy.'. 
Europe and Soqtfa-^v ^.-^ 
■Americ a . ■ . T 

• The Compaq ***P^ ^^ 



'* paperstocksa»' T : .. - 

notoriously voteite- As a 

lead IrxScator.' paper pnees 
tend to.foncMl.ttieups and- 
downs of the wider : - 

aconcmy:. ; PteWng the : 

moment to bUy te obvious^, 
no mug’s game- 
But industry analy^W 
Mr Simirflt has an insnnewe 
feeltor the sector, flfe roots 
in the .hdustzy are deep. ^ 
Even in his school holidays . 
he was working at fhe mm? 
Him . with hb brothers and 
Sisters.' 

. Jefferson, his farther, was 
the founder, but it was , 
Michael who has.gwen “»» 
company Its intamaoonai 
pr^ffla, resrchfog out from . a 


packaging contoany .lffcthe 

worid, operaftig 400/ ... 
factories (ft 25 couftWas.. 

: It has twamato - r -: . . • 

advantages etvef fts-peers. 
Ftet, its geographte spread 

has meant it fe^mwefr less • ■ 
wmefabtotp * 0 vagaries of 
lagionfil demand.. in 1995 
when the. economies in 
continental Europe dowed 
down,. Smudlt ‘was. able to . .. 
offset sbme : oFthe.damage 
frorir earnings from Its South. 
Am«tcah operation, which 
rt the time accounted for 60 
percenter group 
rwaiues. 

. Secorid/Ihe mtegrated *- 

• strucforeoCitsb^^ 
means it la ^fess exposed Ip 
hikes to pulp pridw. 

WWrte new position Jp 

the US market, which teigely 
determfoea worW paper 
prices, a tighter market there 


, . will mean beneftts for Its . . 
'(foeratforis feteewliere tfound 
. foegtob^ . . - . ' 

• ^fospmeinvesto^ the 
global Ttfofile of what is now 
. amiiti^atfejrial cwnpany sits 

fowgeigf Jeftecsoa Smurfit 
as a tig&tfy <Mntrefted 
famlljHto business. . . . 

:. Ccrtsflnly fo.lreiand, where, 
domestic instftutions 
adKkfof for 40 per cent of 
Je(fe!«jnSmCiiflt shares, 
this has hurt its image. 
InsfitLttibna fre also 
urxximfefeM® . Michael 

Sraiirfli 0$$BQ 1 Sbe rotes of 
bcrO^cl^m^ancl chirf' 
exearfi^.cp^re^: to the 
good governance 
reccHTtftvfocfatiDhs of the 
Cadbury report ■ 

By comrmt, in the l® 
where the cori^jany is 
kxx^singits prcfiOe, there 
are no«uchfoveaor worries. 
^There they buy 1 ' 
management^ says Mark - 
Kenny, SmuFftfs head of 


inv^tor relations, 
i Cenalhiy there Is a pubBc 
retatforo chaBenge posed by 
ttw'sudcession. His oldest 
son Tony, 38, looks as if he 
Ts belng groomed to ted<e 
over. He now runs the 


Mrfitaerjunior, who issffll in 
Nes~20s, runs the non- -. 
core activities ki foe 
US. 

The.eortgwny has also 
made big . strides in bringing 
on oon-famSy members to 
key executive posStions. 
■f^Jc^Wir^tt.tenbwthe - 


Ray Cwran, the former '. 
finance director, has just . . . 
been despatched to tun the 
merged US operation. But 
without a dear signal, 
succession questions are 
likely to persist, particularly 
with Mr Smurfit reaching 
r etirement age in four years’ 
time. . 

John Murray Brown 


C/PM-Kymmene has briskly globalized ixs traditionally 
European-based Operations, now being one of the leading fewest 
industry companies in The wgrld Y/hh mills in fifteen countries and 
a global marketing network UPM-Kymmene serves its customers 
both globally and locally. 

■ Printing and writing papers arc globally UPM-Kymmene’s- 
main field of expertise. Tbecompany ia also Europe's leading 
supplier of plywood and speciality papers, and one of the biggest 
in sawn timber and certain packaging materials. 

You inevitably see our products every day. Just imagine 
a day without paper. 

Products with a global touch 



UPM 


UPM-Kymmene 

RO. Box 380 
FIN-0010 1 Helsinki 
flninnd 

Td +35B 2W IS III 
Fax +338 20<M5 HO 
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EUROPE by Tim Burt 


Cold water 
on bold 


Hopes that expansion abroad could absorb 
excess capacity have been dampened 


At the start' of this year, the 
mood among most European 
paper and forest product 
groups was relatively opti- 
mistic. 

Company, executives saw 
signs of price rises and 
hoped to bolster margins - 
having reduced both capac- 
ity and inventories during 
the previous six months. . 

Many companies also 
planned to push ahead with 
greenfield plants or joint 
ventures in the emerging 
markets of south-east Asia 
and eastern Europe. The 
logic was compelling: 
Improved productivity and 
stable prices In the more 
mature markets of western 
Europe would underpin prof- 
itability, while rising 
demand in emerging mar- 
kets would deliver top line 
growth. 

The theory, however, has 
not been translated into 
practice. 

Large European paper- 
makers such as UPM-Kym- 
mene of Finland and Assi- 
Domfin of Sweden have 
taken the first step, setting 
up joint ventures and new 
fflciHHp$ in fThinfl and Rus- 
sia respectively. 

But the economic turmoil 
this year in Asia and Russia 
has halted, or at least 
delayed, the prospect of gen- 
erating large revenues in 
those areas. 

Moreover, prices for raw 
materials and finished prod- 
ucts have proved as volatile 
as ever. A sustained recov- 
ery. therefore, still appears 
elusive. 

But senior European 
papennaking executives are 
not in despair. True, hefty 
investments In new markets 
have so Ear failed to deliver 
tangible results and prices 
have not behaved as expec- 
ted. But European producers 
are less vulnerable to such 
hiccups than in the past - 


nowadays they are more 
- willing to address the prob- 
lems through bidd strategic 
moves. 

Sluggish demand in 
emerging markets, for exam- 
ple, has been more than off- 
set by increased volumes in 
Europe. The pulp and paper- 
makers are meeting such 
: demand from reduced capac- 
ity, thereby cutting costs 
and improving margins. 

Where they have failed to 
realise ■ such gains, large 
companies have looked to 
consolidation Co bolster mar- 
ket share and reduce over- 
lap. 

That trend was thrown 
into the spotlight -earlier this 
year with the friendly 
merger of Sweden's Stora 
and F.ns o of Finland, creat- 
ing one of the world's largest 
papa* and forestry products 
groups - at least in volume 
terms. 

UPM- Kymmenc, the main 
European rival to Stora 
Enso. Vmg aisn hinted that it 
could join! the merger band- 
wagon. "We cannot just 
watch this consolidation 
from the. sidelines." says 
Juba Niemelft, UPM-Kym- 
mene chief executive. **We 
are studying and scanning 
the industry for opportuni- 
ties.’' ■ 

Unlike Stora Enso, how- 
ever. UPM-Kymmene could 
justifiably claim to be more 
discerning and market sensi- 
tive in its acquisition strat- 
egy. 

Its joint venture with Asia 
Pacific Resources' Interna- 
tional Of Singapore - though 
not immune from financing 
problems - has given the 
company an important foot- 
hold in the resource-rich 
areas of south-east Asia, and 
a potentially strong presence 
in China. 

Last year’s USf650m acqui- 
sition of Blandin Paper, one 
of North America’s largest 



RUSSIA &.THE BALTICS by Antjony Rob inson : 


Despite the relative success of the Baltic -stab »,• FUissja,^:^ fer 
fromjealising its full paper-processing potential - ; 

-vX 7 -:.. ■ Him iv with other roountries 


Ens^ ls tte most forested ruphtf 

country in the world,: but Despite _ the -‘Hie short to maHum-tam 

has nJver been aMe Jo ^'promising, 

extract the full .potential ^van overcapacity world- 

value of its. wood by moving company ;Ey e and the industry’s cur- 

dbwhstrram mio the _ca^tal- ^fal SgloW 

intensive .processing^ of .■ and gSfcr raWinaHsatkm 

paper-based products which burg. Theto >n the meantime, attention 

is the main source of added before the Rus^jrcubte- ^ oa j 0Em8r 

for tj*e. timber Indus-, ■ plummeted ® which 


%'iini 




Of-ttS- Scandinavian 

!fcr example, HOW *»«$*.* 

Rnsaa. exported 66m cu stake to , the^ Sv^gorsk 
metres of timber worth •. paper -ug .dJfrtoteBw 
jCjhh. but this was only a so-Ftanfah border from tne 
quarter of the value oT the Swedish Tetra-Laval group, 
★ood-based exports of neigh-, the previous owners-jms 


. So^et Baltfo states which 
interna^oh^. ; h*ve plentiful Jorosts and 
fee^pught a 90 p* vent - bay* managed ^create a 
“Pt fmrastor-friendlv 


m i 


i\ it 
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A soaking overseas: the timing of European papennakers’ moves i 


producers of magaztoegrade 
paper, ibis also filled a gap 
in UPM-Kymmene ‘s US expo- 
sure. 

There have been similar 
sizeable bolt-on acquisitions 
by other European produc- 
ers, including Metsft-Serla of 
Sweden, which bought UK 
Paper this autumn, and Jeff- 
erson Smuifit which merged 
its US operations with Stone 
Container. 

All this indicates that the 
European companies remain 
in fairly robust shape, with 
balance sheets capable of 
absorbing large transactions. 
They have also been more 
willing to shut down produc- 
tion lines and mills to avoid 
overcapacity, thereby avert- 
ing a . sharp fall in 
prices. 

That is just as well- The 
downturn in Asia and the 
mixed outlook in North 
America have persuaded 
companies there to look to 
Europe’s relatively strong 
growth with envy. Going for- 
ward, there is every prospect 
of European producers com- 
peting in a market place 
awash with cheap Asian 
imports and strong North 
American rivals. 

The European sector is 
attracting such new arrivals 
because per capita paper 


consumption is expected to 
grow much more strongly 
than elsewhere. Between 
now and 2010.- such con- 
sumption is projected to 
grow by 28 per cent in west- 
ern Europe, compared with 
11 per cent in North Amer 
ica. 

The largest companies, 
such as Stora Enso and' 
UPM-Kymmene, are well 
placed in cost terms and 
international presence to 
make the most of that 
growth. But the future of 
medium-sized European pro- 
ducers is far less certain. 
Companies such as Norske 
Skog of Norway and SCA are 
considered -too thinly spread 
in too many areas. They 
need to focus on their core 
competencies, and withdraw 
from businesses where they 
will never achieve sufficient 
mass to be truly global oper- 
ators. 

Even relatively large com 
panies have not been 
immune from the intensify- 
ing competition. AsstDomhn, 
for example, announced a 
sweeping management 
shake-up in a bid to lift flag 
ging profitability 
It has reacted to sluggish 
sales in emerging markets 
and weakening profits at 
home fay seeking cost. 


oadlws proved unfortunate 


savings of SEzlOQm a year 
while hoping -to double 
return on capital to 15-17 per 
cent. So far. it has proved 
the most visible victim of 
- the • Asian do w nt u r n and 
increased imparts to Europe. 

At least the company 
recognises the scale of the 
problem and is taking 
action. But the foil benefits 
could take several months, if 
not years to be realised, hi 
that time, AssiDomdn and 
other companies that are 
undergoing restructuring 
could become takeover, tar- 
gets, particularly if emerging 
markets fail to revive and 
prices . continue^ - to 
decline. 

Against tfaa* background, 
profits are likely to come 
under further pressure 
across Europe in 1999. Com- 
panies are reacting to that 
threat by reducing capacity 
utilisation. 


It ‘ remains to be seen 


whether that, in itself, will 
be enough to defend margins 
at a time of rising North 
American imports and 
mg demand in Asia. 

One ce rtainly Is that mar- 
ket trends in Europe will 
lead to continued upheaval 
in the industry. The race for 
market share is far from 

OVBT. s 


bouraig Finland, a fraction followed Tetras sale of fob. 
of Russia’s size and one of separate downstream pro- 
fits biggest- buyers of Rus- cessing side of the complex 
k Km round wood for process- producing toilet paper, bany.^ 

fog in its own pulp and — — _ 

paper factories In eastern ___ „ nnU i *, 

fSfland. . The question now 

In 1997 Finnish companies . . - 
imported 12m. cu- metres of IS WnGuier 

!£££&££?*£.' devaluation will; 

10 m cu metres came from " _ 

the neighbouring; Russian GflCOLirsgG yf 63 l 6 r 
province Of ,‘KiriUa. , . . 

once- faRy processed into foreign investment 

high-quality printing- paper - — — — 

or tisstie^ the value of the • 

^jan he up diapers and female hygienic 
to i n thr^g ' j-han the products to 'another Swedish 

cost -of hopped jfaw- found company. SCA- ••• 
wood: ‘ V.” ' With foe rouble devalued 

The ,’ rSorte> ^ re«me by 60 pa: cent against foe 
attempted h> capture sofas of dollar since August exports 
this value-added, ppfemial in of Russian wood products 
the 1970s with heavy invest- from timber through to 
meat in foreign pulp and paper, board and newsprint 
paper machinery . and the have become much more 
construction of gianl paper .price competitive while 
and pulp plan*s t SUCh asi foe ' imp o rts have -fallen sharply. 
Segbezhabumprcm p£ant The question now is whether 
north-west of St Petersirarg- devaluation will encourage 
which became- th£s world’s greater foreign investment 
largest producer fof paper in downstream processing 
bags, indading h^vyrduty for the domestic market and 
paper cement sacks.' - f for export - 
Two years ago Sweden’s ' The current government 
AssiDoman bought-a control- led by Evgeny Primakov 
ling stoke in hut .betimes :foat' attracting far- 

away from $tsb&£6fe- idlgp^&vestment into Rus- 
ment. a year laiei* wbejn -if /-sia's 7 feapiUl-staryed and 
found f^-fod-inot-jhavev-foe ^obsolescent “real economy" 
local knowledge s^ foej£g>»- is essential to get Russia out 
Hal managerial skStohefeded. ctf foe c risis. 


diapers and female hygienic 
products to another Swedish 
company, SCA- • 

With foe rouble devalued 
by 60 pa: cent against the 
dollar since August exports 
of Russian wood products 
from timber through to 
paper, board and newsprint 
have become much more 
price competitive _ while, 
imparts have fallen sharply. 
The question now is whether 
devaluation will encourage 
greater foreign investment 
in downstream processing 
for foe domestic market and 
for export ' 

The current government 
led by Evgeny Primakov 


to cope with the poftticaSand 
c ultural complexities of^un- 
nfng a Soviet-styte plant in 
an. isolated one^ompany 
town. The plant is 'Sdw fetng 


. ft hi Mr P rl makn v / still has 

to demonstrate that -Russian 
poUtidans haVefoe political 
will and support to improve 
the lejfol, tax iand institu- 


subsidlaed by fow regnal- tional framework * suffi- 
govemmenf wbi|e bank- . ciently to compete effec- 


’ mttix more inve^or-friendly 

»■ dlmato. . 

, fo Rifqnia fo^-Stogapore- 
, based Tol&ram group last 

; year siiccessfullyr^opened a 

r small pre-war pulp plant 
' which was virtually the sole 
employer of the. sm al l town 
of Xebrar. about TOkrns west 
/ .of Tallinn. It then decided to 
■ bu&ld a new export-orien- 
tated - tissue paper plant 
next-door. The success of its 
first venture tot be pulp and 
paper sector encouraged the 
expatriate Indian owners to 
bid for construction of a 
much larger integrated pulp 
and paper complex to Latvia, 
which has more wood and 
lower labour and other costs 
than Estonia. - 
In the end, the. Latvian 
government awared the ten- 
der for the 600,000 tonne-a- 
year plant to a consortium 
led by SOdra of Sweden and 
MetsA-Serla, the Finnish 
pulp and paper group which 
recently paid Sl£5m for the- 
UK’s biggest fine paper pro- 
ducer, UK Paper- 
The 5960m Latvian plant 
represents one of the biggest 
pulp and paper investments 
in recent years and is by far 
the largest stogie Investment 
in the Baltic region since the 
- three Baltic states regained 
' their independence from 
Moscow in 1991. 

The challenge facing Rus- 
sia is to create the condi- 
.: ttons where similar future 
investments will be located 
inside this huge country of 
150m potential consumers. It 
has all the raw materials. 
Water and energy needed, as 
well as the skills. What is 
lacking fa the investment cli- 
mate and political commit- 
ment needed to attract the 
foreign capital and know- 
how on the scale required. 
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The Magyars can look forward to their state’s i OOOth 
birthday, says Kevin Done, as membership of Nato and 
the EU confirm its transition from the communist era - . 


: 


l ‘V^ 

While the world prepares for 
, ■ mi l lenniu m, Hungary is 

itself to celebrate 
: 1 - T'-j'f' Magyar Millennium , 1000 
years of statehood dating 
^ . from the coronation of King, 
:.ZZ l later Saint, Stephen with a 
crown sent by the Pope in 
jjc 1000. 

v.^- The event -is being 
approached with a new 
sense of confidence In Buda- 
A pest Hungary is consotidat- 
iog its position as the lead- 
. ‘'-S iog fast track reform 
country in central and east 
Europe. Poised to become a 
‘ fall member of Nato, the 
. western defence alliance, -in 
April next year alongside 
: i-S* Poland and the Czech Repub- 
lic, the country is also forg- 
- ' - ;c tag ahead determinedly with 
its effort to join the Euro- 
■ pean Union in the early part 
'::*r of the next decade. 

The sense of change has 
■'••• i- ufcbeen reinforced by the. vie- 
' ■■■Jf tory in the summer's general 
■ - election of the centre-right 
forces led by the Ftdesz-Hun- 
•. “• gaiian Civic Party and its 
. . .. youthful leader Viktor 
-. • • Orban, who succeeded in 
. .. •' ousting the Socialist-led gov- 
-Z eminent of Gyula Horn. - - 
: • a. At 36 Mr Orban embodies 
the shift of generation that 
t .. .’ is under way. He was a. 
;..VT founder, as a young law 
. . graduate a decade ago. of the 

. - Federation of Young Demo- 
crats (Fideszj. one of the ' 
’ J first opposition political par- 
4 ties. 


The sense of a new era has 
been accentuated . by the 
. defeat of Mr Horn, foreign 
minister in Hungary's last 
communist government, 
who had played an impor- 
tant role in accelerating the 
political changes in east 
Europe in 1989 with the 
opening of the Hungarian 
borders for the exodus by 
thousands of East Germans 
to the west. 

While leadership is pass- 
ing to a new generation, 
there remains broad continu- 
ity on the foreign policy 
agenda with an unswerving 
commitment from govern- 
ment and opposition - with 
the exception of the extreme 
right-wing nationalists - to 
the causfr of closer integra- 
tion with the west exemptt- 
fled by the determination to 
join Nato and the EU at the 
earliest possible date. 

Officials in Hungary are 
fond of pointing out that if 
the country is not a member 
of the EU by January Z, 2002, 
it will be the EITs foult The 
country will be ready, they 
insist; a. conclusion that was 
largely endorsed in the Euro- 
pean Commission’s latest 
progress report last month. 

“We would like to be mem- 
bers, by early 2002, "says 
JamsrMartonyi, foreign min- 
ister. "Hut it depends on the 
other party too. The key 
issue is what happens inside 
the EU with the common 
agricultural policy,- reform of - 


the structural and cohesion 
funds and institutional 
reforms. But 1 am optimistic, 
they must reform the Cap." 

Hungary has made good 
early progress in taking on 
the acquis communaulaire , 
the formidable body of EU 
legislation, but substantial 
issues lie ahead in thorny 
areas such as agriculture, - 
the environment, border con- 
rtrals and the free movement, 
of labour. 

Hungary says its farmers 
should enjoy the same subsi- 
dies as their EU counter- 
parts from the start. -But 
Brussels fflalnfiihm that sub- 
sidies under the Cap were 
designed to compensate 
fenners for progressive low- 
ering of form support prices 

- which non-EU farmers 
never enjoyed anyway. 

- Another big worry is rela- 
tions with the 8m ethnic 
H ungarians livin g- in neigh- 
bouring countries, particu- 
larly Romania and Slovakia, 
and how these could be 
affected by the Schengen 
agreement, the EITs open 
internal borders policy. 
Schengen membership 
would mean opening Hunga- 
ry's border with the EU; 
while turning the rest of its 
borders into the EITs exter- 
nal frontier. 

Prime minister Viktor 
Orban has promised to give 
greater prominence to the 
issue of the Hungarian 
minorities, abroad -and. he.-, 
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repealed on election night, 
irarirt the euphoria of victory, 
that the borders of the Hun- 
garian state and the Hungar- 
ian nation are not the same. 

Such remarks have caused 
concern among western dip- 
lomats in Budapest, who fear 
a deterioration in relations 
with neighbouring states, in 
particular Slovakia and 
Romania. 

The result of the recent 
Slovak election with the 
defeat of the strongly nation- 
alist government of former 
prime minister Vladimir 
Medar, has helped to allay 
such fears, however, and 
contacts between the two 
governments in recent 
weeks have been marked by 
a much more constructive 
approach than has been the 
case in recent years. 

Relations between Buda- 
pest and Bratislava will con- 


tinue to be burdened by deep 
disagreements over the 
development of the Gabciko- 
vo/Nagymaros hydroelectric 
scheme on the River Dan- 
ube, which the Hungarians 
abandoned at the beginning 
of the 1990s and which the 
Slovaks want completed in 
line with the original treaty 
agreed in 1977. 

With little prospect of a 
settlement the dispute is due 
to return to the Interna- 
tional Court of Justice in the 
The Hague this month but 
both countries appear ready 
to lower the temperature of 
the disagreement 

Symbolic of the improved 
dialogue between Hungary 
and Slovakia is the recent 
decision to rebuild the 
bridge across the Danube, 
the International frontier. 
Unking the towns of Eszter- 
gom and. Sturova The bro- 


ken pillars of the bridge, 
destroyed by the Nazis in 
1044. have bom eloquent tes- 
tament to the history of dis- 
agreement between the two 
countries. 

While continuity has char- 
acterised the foreign policy 
agenda of successive 
Hungarian governments 
since the collapse of commu- 
nism - the commitment to 
early membership of Nato 
and the EU is staunchly sup- 
ported by a huge majority of 
the population - a much 
greater sense of uncertainty 
and trepidation over the 
future course of economic 
and domestic policy greeted 
Mr Orban's election victory. 

This uncertainty was 
underscored by his depen- 
dence on the right-wing 
Smallholders party and its 
unpredictable, populist 
leader Joasef Tmgyan, 


But the performance of the 
coalition has defied the scep- 
tics as Mr Orban has been 
quick to lay aside many of 
the lavish campaign prom- 
ises which had unsettled the 
financial markets. 

Investors have also been 
reassured by the decision to 
keep Gybrgy Suranyi as gov- 
ernor of the central bank 
and the appointments of 
Zsigmond Jarai, a former 
banker and chairman of the 
Budapest stock exchange, as 
finance mirristpr and At til a 
Chikan, a professor of eco- 
nomics highly regarded by 
the business community, as 
minister of economic affairs. 

Mr Orban has inherited a 
fortunate legacy from the 
Socialists. The former gov- 
ernment suffered the conse- 
quences at the polls of the 
tough austerity measures 
imp08edjn^l995 but Us poli- 


cies succeeded in putting the 
country, for the first time, 
on the track of strong, sus- 
tainable economic growth. 
Inflation has fallen sharply, 
while external debt and the 
threat of deficits in the bud- 
get and the current account 
have been greatly reduced. 

Of more concern is the 
way that the tones of the 
domestic political debate 
have become increasingly 
shrill and antagonistic as Mr 
Orban has pushed ahead 
with his campaign promises 
to crack down on corruption, 
organised crime and drug 
abuse. He has embarked on 
a course of confrontation 
with various groups in soci- 
ety and is already facing 
charges of arrogance and of 
mishandling opposition and 
media criticism. 

The honeymoon could 
soon be oyer. - 
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ECONOMY by Kevin Done and Kester Eddy 
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Convergence on course 

Russia's upheaval rocked Hungary until the world recognised that the country's 
fortunes had become increasingly aligned with the west 
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Attila Chikan, Hungarian 
minister of economic affairs, 
likes to make the point that 
Hungary is “not an emerg- 
ing economy any more, it is 
a converging economy. It is 
no longer coming out of the 
communist system, it is con- 
verging with the require- 
ments of the European 
Union. We have a valid plan 
to be ready by 2002.*' 

There is still much to be 
done, not least in the area of 
sensitive public sector 
reforms in health, education 
and local government, which 
must be added to the pio- 
neering reform of the pen- 
sion system already in place. 

But Hungary' has emerged 
as the fast track leader in 
central and east Europe. It 
has undertaken speedy, and 
relatively transparent, priva- 
tisation to the point that it 
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BANKS by Kester Eddy 


now has the highest private 
sector share of GDP of any 
country in the region at 
around 80 per cent ft has 
proved by far the most 
attractive location for for- 
eign direct investment, 
accounting in the past 10 
years for 23 per cent of such 
investment in east Europe 
and the former Soviet Union. 

It has developed a modem 
banking and financial sector 
and has been more prepared 
than any other transition 
country to open its banks to 
foreign investors in order to 
receive the necessary injec- 
tion of new capita] as well as 
western technology, manage- 
ment expertise and products. 

The process of building 
the institutions of a market 
economy is far from com- 
plete. The development of a 
small and medium-sized 


enterprises sector is in its 
infancy. The government 
has plans to tackle a com- 
mon complaint from small 
companies about the lack of 
available capital. 

A tough test of its achieve- 
ments has been provided by 
the financial and economic 
upheaval in Asia and Russia. 

Hungary wobbled and. for 
a few weeks in the early 
autumn, the outlook 
appeared grim. 

The Budapest Stock 
Exchange, whose bull run 
from the end of 1995 saw the 
Bux index rise 500 per cent 
from 1500 to 9016 with mar- 
ket capitalisation of J17.5bn, 
bad been undermined by 
election jitters in the spring. 
But it was hit very hard by 
the Russian crisis. 

The index plunged by 
more than 50 per cent from 
8300 to 3775 oblivious to cries 
that most companies 
remained unaffected by Rus- 
sia and that nearly three- 
quarters of Hungary's 
exports go to the EU. The 
central bank, which under 
the leadership of Gyorgy 
Suranyi. had already moved 
to put country risk limits on 
bank lending to Russia, was 
forced to intervene to sup- 
port the currency. 

Hungary weathered the 
crisis, however, as the mes- 
sage struck home that the 
country had moved into a 
different category of risk and 
that its fortunes are much 


more influenced by eco- 
nomic developments in the 
EU than In countries to the 
east. There has been a sub- 
stantial recovery with the 
Index nudging. 6000. 

Hungary had to swallow 
bitter medicine in 1995 and 
1996 with the imposition of 
tough austerity measures to 
deal with .the threats posed 
by the rising deficits in the 
budget and the balance of 
payments and unsustainable 
debt levels. But the benefits 

of those measures are now 

clear to see, as the economy 
has been placed on a path of 
sustainable growth. 

Mr Suranyi claims that 
Hungary has also made a 
“big breakthrough” in reduc- 
ing inflation, which he fore- 
casts will fail into single fig- 
ures for the first time in 12 
years at around 9 per cent 
year-on-year by December 
1999. The rate of inflation 
has fallen sharply this year 
from 18.4 per cent in Decem- 
ber 1997 to a forecast level of 
between 11 and 12 per cent 
at the end of 1998. 

GDP growth this year is 
expected to reach around 5 
per cent with little sign of 
slowing down during the 
year with activity driven 
again by a strong growth in 
exports of 26 per cent In vol- 
ume in the first six months 
following a jump of 28 per 
cent In 1997. Exports are 
forecast to rise again by 12 
to 14 per cent in 1999. 
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The improvement 
achieved in the current 
account of the balance of 
payments in 1997 has largely 
been maintained with the 
deficit forecast by the cen- 
tral bank to total around 
Sl.Sbn, or less than 3 per 
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cent of GDP. “There are no 
signs of any significant dete- 
rioration *at the moment,” 
says Mr Suranyi. . 

In preparing next year’s 
budget the government has 
lowered its forecast for eco- 
nomic growth to between 4 
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and 5 per cent and has aban- 
doned most of the more lav- 
ish promises made in the 
summer election campaign. 

“In the face of the global 
economic crisis we must be 
very prudent in economic 
policy," says Mr Chikan. 
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“There were fears this would 
be a spending government 
because of the social priori- 
ties expressed in the Fidesz 
campaign but now it is clear 
that if we are to survive in 
the long-term we must put 
stability first.” 


WELFARE by Kester Eddy 
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Immigrants bring profit culture Victim of its success 


Critics argued that liberalisation handed the sector to foreigners but the effect has been positive 


Hungary has led central and 
eastern Europe in banking 
reform. Since the consolida- 
tion of the loss-making for- 
mer state banks in 1993-95. 
foreign shareholders - US. 
European and Japanese - 
have taken a 70 per cent 
stake in the sector. 

"The banks have started 
behaving as banks." says 
Peter Cserfalvi. analyst with 
the Focus rating agency in 
Budapest, part of the Thom- 
son Bankwatch group. 

Privatisation was contro- 
versial, with accusations of 
foreigners getting the 


nation's wealth at a give- 
away price, but the new 
owners have improved - 
and. in some cases, intro- 
duced’ - management infor- 
mation. reporting and credit 
risk evaluation systems. 
They have introduced better 
training and levels of profes- 
sionalism which are taken 
for granted in western finan- 
cial markets. 

The main blot on the 
recent record is Postabank 
which, along with a couple 
of small banks, slipped 
through the net. mainly due 
to political interference. 
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Postabank. formerly 
headed by the well-con- 
nected Gabor Princz, built 
up an empire which has lost 
an estimated Ftl58bn this 
year.' Mr Princz and his 
entire board were fired in 
the summer by the new 
Fidesz-led government. 

The present management 
is trying to disentangle the 
web of POstabank's 500 sub- 
sidiaries to determine the 
exact losses, prior to recapi- 
talising the bank before the 
end of the year to prepare it 
for sale. 

Significant investment in 
information technology cou- 
pled with increased competi- 
tion - with about 40 banks 
margins on loans have been 
trimmed from an average of 
7 per cent to 5 per cent in 
the past year - means that 
the positive impact of the 
new management regimes 
are not always clear from 
the financial results. 

Total after-tax profits of 
the sector have jumped from 
a meagre Ftl2JJbn in 1994 to 
Ft t>4.5bn last year, a 200 per 
cent gain in dollar terms, 
while the return on assets 
has climbed from 0.5 per 
cent to more than 1 per cent 
in the same period. 

Meanwhile, the proportion 
of doubtful loans as a per- 
centage of assets has fallen 
from a dangerous 20 per cent 
in 1993 to 3.2 per cent last 
year. 

MKB, the foreign trade 
bank, was the first large 
bank to be privatised in 1994 
and has achieved one of the 
best turnarounds. 

Bayerische Landesbank, 
the majority owner, has seen 
income tripled, the outlet 
network doubled from 12 to 
25 and staff pruned from 
1.800 to L240. 

MKB has become Hunga- 
ry's second largest bank 
with assets last year of 
Ft457bn and profits up from 
Ft4-9bn in 1994 to Ftll^bn in 
1997. 


By concentrating on corpo- 
rate lending and targeting 
blue chip companies. MKB 
has avoided heavy expendi- 
ture in its branch network 
but has tripled its share of 
the loan market to 12 per 
cent. 

"We want to be the most 
important wholesale bank in 
Hungary, not another OTP 
(the leading retail bank).” 
says Tamas Erdei. chief 
executive, referring to the 
National Savings Bank. 

None the less, MKB is 
happy to target the higher- 
income end of the retail mar- 
ket, being one of the first to 
introduce Visa cards, in 1996. 


Five years ago, 
Citibank, CIB and 
Unicbank were 
the ‘McDonald’s 1 
in banking 


In spite of these efforts 
profits are likely to be 
pegged back this year, due to 
provisions for SSlm exposure 
In Russia. 

The rise of the former 
state-owned banks, along 
with additional foreign new- 
comers. has had its effect on 
the smaller banks which 
once had the corporate mar- 
ket almost to themselves. 

“Five years ago. Citibank, 
CIB and Unicbank were the 
‘McDonald’s' in banking, 
offering the same standard 
product, same principles 
everywhere - and they were 
almost exclusive partners to 
the multinationals.” says 
Julia Kiraly, director of the 
International Training Cen- 
tre for Bankers in Budapest 

The likes of MKB and ABN 
Amro (which bought Magyar 
Hitel Bank in 1996), along 
with foreign banks, such as 
ING and Creditanstalt, are 


now cutting into the market, 
she says. 

"Many of the blue chips 
are now in ‘multi-banking'. 
They use two or three banks 
in parallel and choose the 
best offer,” says Ms Kiraly. 

None the less, there is still 
some way to go. Raiffeisen 
Unicbank. for example, 
while only eighth in terms of 
assets, managed . a return on 
assets of 3.93 per cent in 
1997, closely followed by CIB 
Bank, with 3.89 per cent. 
This compares with returns 
of 228 per cent at MKB and 
only L34 at OTP. 

But with the economy con- 
tinuing to expand, there 
should be room for improved 
profitability. 

“Loans increased 20-23 per 
cent last year and the win- 
ners were the hanks in syn- 
dicated lending," says Ms 
Kiraly. Due to the strength 
of its capital base, this has 
given an opportunity to OTP 
to diversify away from its 
retail base and gain a foot- 
hold in corporate hanking. 

At the same tune, most of 
the banks are developing 
retail operations in competi- 
tion with OTP but have been 
struggling to make profit- 
able headway, with several 
facing severe problems with 
the introduction of new IT 
systems, according to Ms 
Kiraly. 

The retail market is also 
limited. “In terms of total 
bank assets to GDP. Hun- 
gary is underbanked but 
look at the number of banks 
versus total income and we 
are overbahked.” 

Ms Kiraly also says that 
mergers are needed but 
quite how they will be real- 
ised. with most of the banks 
foreign- owoe d, is another 
matter. “Will the top man - 
agar of ING of the Nether- 
lands sit down with Erste 
Bank of Austria and say: 
‘Let’s merge our Hungarian 
operations'?” 

The chances seem slim. 


State mandated private pensions have proved so popular the 
government has been forced to cap contributions 


When Hungary launched its 
reformed pensions system in 
January, people voted with 
their wallets. 

“Our target was 75.000 
members for the year,” says 
Emese Moricz, marketing 
manager at Nationale Neder- 
landen (NN). “We had 
100,000 J>y. the end of. Janu- 
ary. We were very happy." 

So were quite a few other 
flind managers. The manda- 
tory private funds have now 
attracted 1.2m members, rep- 
resenting more than one 
third of the workforce, and 
manag e assets of more than 
Ftl7bn (580m). 

NN leads the way with 
Ft4bn in managed assets 
from 257,000 members. This 
is in addition to the volun- 
tary pension funds, intro- 
duced in 1994, which have 
rung up a Ft75bn in assets 
from 810,000 members. 

So, the first steps in the 
reform of two problem areas 
of Hungary's public sector, 
pensions and health, appear 
to be going welL 

The two state funds, which 
this year have combined 
turnover of Ftl.400bn 
($6.5bn) habitually leak cash. 
They are expected to over- 
ran their target deficit of 
Ft22bn by a factor of four. 

In its first act. the Fidesz- 
led government took control 
of both operations this sum- 
mer. accusing the managing 
councils of corruption. 

But the rush to the private 
schemes b as aggravated the 
deficit in the state fund and 
some in government, staring 
at a hole in the state pension 
fund much bigger than fore- 
cast. are not so happy. 

For every employee who 
opts to join the private 
scheme. 6 per cent of gross 
salary - about a quarter of 
the total pension contribu- 
tion - is diverted from the 
state fond into the chosen 
private fund. 


Tbe new government was 
also desperate to fulfil elec- 
tion promises to cut the 
overall social security contri- 
butions in the drive to 
encourage employment. 

In November the govern- 
ment compromised. The 
twin effects of the revenue 
loss to private pensions and 
reducing overall social secu- 
rity contributions next year 
from 45 per cent to 39 per 
cent of wages proved too 
much. 

Facing a Ft81bn deficit 
next year in the state fund 
due to private pensions, the. 
government announced that 
personal contributions in 
1999 to the private funds 
would be pegged at 6 per 
cent of salary and would not 
rise to 7 per cent, as origi- 
nally stipulated. 

Fund managers were furi- 
ous. Not only would the 
move cause long-term losses 
to pensions but the uncer- 
tainty created migh t encour- 
age some members to return 
to the state system, an 
option open until September. 

“I don’t know how to 
emphasise how stupid this 
is. They have changed a sys- 
tem meant to be stable for 
decades,” one manager says. 

Whatever the wisdom of 
the tinkering, the system is 
in place. The Hungarian gov- 
ernment. facing the threat of 
an ageing workforce - the 
population is decreasing by 
about 45,000 a year - will not 
substantially alter the 
reforms, even those carried 
out by its predecessor. 

Hungary is “in the van- 
guard” of European pension 
reform, says Roger Grawe. 
World Bank representative 
in Budapest Though the sys- 
tem needs "fine tuning” - 
tighter supervision of the 
funds, for example - the 
structure is here to stay. 

Which leaves health, a 
fund with a budget of 


Ft600bn. heading for a 
Ft50bn deficit this year, 
more than double the target. 

Yet health care staff are so 
badly paid patients com- 
monly hand over brown 
envelopes to gain proper 
access to the “free" 
treatment. 

A report by ING Barings 
puts Hungarian drug con- 
sumption. in dosage terms, 
on a par with Norway’s. The 
subsidy system for medi- 
cines. running at Ftl20bn 
this year, is “irrational.” . 
Says finance minis ter Zsig- 
mond JaraL “People get free $ 
medicine and then sell it. V 
Doctors spend more and 
nobody stops them." 

The government plans 
checks, balances and induce- 
ments to spend less, he says. 

As a start next year will see 
a Ftl23bn cap on medicine 
subsidies and strict monthly 
transfers of funds from the 
finance ministry in an effort 
to control spending. 

But health reform is a 
“most complicated process”, 
says Mr Grawe. Stakeholders 
range from the pharmaceuti- 
cal giants via the night 
nurse to hospital mainte- 
nance companies. 

The previous government 
dropped reforms after the 
parties now in power glee- 
fully used them to make 
political capital at its 
expense. New reforms could t 
likewise cost Fidesz dearly. 

But following the World 
Bank line - of supporting 
structural reforms that give 
the tax-paying public choice . 
over the service providers - kv 
could work politically. f ? 

Mr Grawe says the bank, ** 
which has already dispersed 
loans of $30m to identify and 
prioritise health needs, 
would be a willing supporter 
of reforms where “those who 
don’t deliver, get cut out". 

It would certainly beat 
brown paper envelopes. 
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We are pleased to announce relocation of our offices: 
H- i 1 39. Budapest. Vaci ut 99. . 

(Phone: 00 36 1 270 7430; Fax: 00 36 1 270 7432) 


Deri & Lovrecz 


Practising in capital market, project finance, 
banking and M & A transactions 


KPMG Associated Law Firm 


Budapest, Hungary 


Hand delivery of the Financial Times in 

Budapest. 


Gain the edge over your competitors by 
having the Financial Times delivered 
to your office every working day. 
Subscribe for a year, US$ 550, 
and get four extra weeks free. 

Delivery possible in other areas 
subject to prior arrangement. 

Please call 

Tel: +36 1 328 0306 .436 1 212 7021 
or 

Tel/Fax: +36 1 338 0366 

FINANCIAL TIM ES 

No FT, no comment. 


Contract Electronics Manufacturing. 

. . in the Heart of Europe 

Services offered r 

• PCB Assembly (SMT & TH - Automatic/Manual) 

• Wire Harnessing + Cable Assemblies 

• Repairs/ Alterations of Hlectronic/Electromechanical assemblies 

• Final assembly of electronic products 

• Warehousing & Logistics , ~ ^ . 

Orion Electronics Ltd 

29, Jaszber&iyi lit, Budapest, Hungary 1106 BV ISO 9091 

Phone: (+36 1) 261 3775 Rue: (+36 1) 262 8067 jwmmwmum 

Email: orion@mail.matav.hu http:Wwww.orionelcc.com ^** **- < — ■ 
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POLITICS by Kevin Done 
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More power to him 


Moves to boost the 
office of prime 
minister may bring 
conflict for the 
government 

The group of radical young 
lawyers that founded Fidesz, 
the Federation of Young 
Democrats, at the end of the 
19S0s, have had to wait 
nearly a decade to get their 
hands on the levers of power 
in Hungary. But, given the 
chance in last summer's 
election, they are moving 
fast to reform the machinery 
of government inherited 
from the Socialists, starting 
at the top. 

Prime minister Viktor 
Or ban has changed the gov- 
ernment structure with the 
introduction of a much more 
powerful Prime Minister's 
Office (PMO) run by a minis- 
ter of cabinet rank, his for- 
mer university law lecturer, 
Jstvan Stiunpf 

As director of Szazadveg, 
the Budapest School of Poli- 
tics and Policy Research, Mr 
Stumpf had been running a 
project, for the renamed 
Fidesz-Hungarlan Civic 
Party in opposition called 
Government 2000, analysing 
the structure of the adminis- 
tration and making recom- 
mendations for reform. The 
surprisingly clear victory 
won by Fidesz in May, when 
it overtook the Socialists to 
become tbe biggest single 
party, increasing its seats to 
148 from only 20 four years 
earlier, has given him the 
chance to put his ideas into 
practice. 

At the top of the pyramid 
Viktor Orban believes that 
the role of prime minister 
should be greatly strength- 
ened. 

“The Hungarian prime 
minister is still weaker than , 
the British prime minister or 
the German Chancellor." he 
says. “My predecessors 
failed to reinforce the prime 
minis ter's office." He is mak- 
ing Up far lost tinv* and , in 
the process, is changing the ’ 
face of Hungarian politics, as 
government becomes more 
concentrated in the hands of 
one man and potentially 
undermines the authority of 
ministerial colleagues. - • 
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Mr Orban says thy* Ms 
predecessor, the ' former 
Socialist leader Gyula Horn, 
had wanted to make sindlar 
moves but had been blocked 
fry Ms liberal coalition part- 
ners, the Free Democrats. By 
contrast, be claim*: the foil 
support of' his coalition 
allies, the Smallholders 
party, led by 66-year-old Joz- 
sef Torgyan, an outspoken 
populist and HflHnwaKgfr 
- “The prime minister is the 
motor of the government, he 
is not just holding the ring 
between the various minis- 
tries bat is the initiator. My 
idea is to be an active prime 
minister." 

Mr Orban says that he is 
aiming to reform the whole 
state bureaucracy. “It is dif- 
ficult to attract well-trained, 
well-educated people into the 
dvfl service, it is not com- 
petitive. 1 must create a bet- 
ter status. At the moment 
we have a Socialist foam of 
civil service. No ministry 
can launch, this initiative, it 
must come from the prime 
minister." 

The much strengthened 
PMO could chntatn the seeds 
for serious conflict with the 
different ministries when' it 
begins to flex its muscles. Mr 
Stumpf has created five 
depa rtments to shadow the 
work of the mdividuaT minis- 
tries covering finance- and 
economic affairs, agricul- 
ture, environment and infra- 
structure, home- affairs and 
justice, social policy and 
international affairs 'and 
ddtenca/ 


"'Our most important 
responsibility is to provide 
Hte organisation and intel- 
. lectual snppd rt for .the prime 
minister for the overall strat- 
egy of the government. 
Beyond special ministerial 
and lobby int er est s, we most 
represent the watuwmi inter- 
est," says Mr Stumpf 
Inevitably the new govern- 
ment has come in for heavy 
criticism for perpetuating 
the poBticisatian of the dvfl 
service through implement- 
ing wholesale job ftiianr * In 
senior levels but it is a 
charge Mr Stumpf rejects. 
He says that no more than 
ISO positions have chang e 
in Hie higher ariftalnng of 
government service. “Four 
years ago there was a sug- 
gestion that the ’incoming 
Horn government had 
changed; more than 2,000 
positions in state-owned 
enterprises, we had changed 
250 fry foe end off October." - 
: Further enhancing the 
role of the PMO Mr Orban 
and Mr Stumpf have created 
a 80-member think-tank to 
analyse the consequences of 
planned policy changes as 
well as the impact on Hun- 
gary oT changes in the exter- 
nal environment, such as the 
financial and economic 
upheaval In Russia. Most 
importantly, the unit is 
working on the “overall phi- 
losophy" that will shape the 
budget for 2000, the first to 
be prepared fully under a 
Fldesz-led gHmini<tfra< ion. 

Other secretariats within 
tiie PMO are preparing plans 


for regional government 
reform - an important step 
required by Hungary enter- 
ing the EU in the next 
decade - and are also draw- 
ing up proposals for electoral 
.reform aimed. at reducing 
the number of members of 
parliament from the present 
386 to between 200 and 250. 

The job of trying to ensure 
that the government stays 
"on message" in communi- 
cating its policies has also 
been «gn*r»ii«d in a newly 
created strategic communi- 
cations and wptia centre 
within the PMO. Fldesz’s 
c’Hz-k media campaign in the 
election showed the benefits 
of well co-ordinated commu- 
nications and Mr Orban is 
seeking to extend the lessons 
into the much more complex 
task of presenting govern- 
ment policy. 

It could prove a hard road. 
Already in the early months 
of government the Orban 
administration Is facing 
charges of arrogance and of 
failing to consult and it 
appears set on confrontation 
with a growing number of 
groups across society from 
the city of Budapest - over 
its unlateral decision to 
scrap the project for a new 
metro line in the capital - 
with the arts community 
over halting thn building of 
a new National Theatre, 
with social services groups 
over tough new anti-drugs 
measures and with the judi- 
ciary over legal reforms 
announced without prior ! 

consultation. „ i 


A new security blanket 


Accession to Nato will confirm that 
traditional threats have melted away 


Defence portfolio budget 

RUn 


Janos Szabo, Hungary’s new 
minister of defence, is pre- 
cise about how long ago 
Hungary was last so safe 

from pyternnl 

The country is, be says, 
more secure than at any 
time since 1526, when the 
Hungarians lost the battle of 
Moha.cs and much of the 
country foil to the Turks. 

So it is hardly surprising 
that Mr Szabo is pressing 
ahead enthusiastically with 
preparations to join the 
North' Atlantic Treaty 
Organisation, the strongest 
available guarantee 
a return to Hungary’s tradi- 
tional military vulnerability. 

“During our thousand-year 
history we have had to 
defend ourselves many 
times, not always success- 
fully.’’ Mr Szabo says. “Our 
military is a defence military 
but, oh its own, it is not 
enough. This is why we are 
going to join Nato." 

Hungary, Poland and the 
Czech Republic are due to 
join the alliance pext spring, 
possibly on April 4, 50 years 
to the day after the Washing- 
ton treaty signing which 
inaugurated Nato. 

It is a remarkable turn- 
round for three countries 
which just 10 years ago were 
still, as part of the Warsaw 
Pact, training to face Nato. 

The organisational 
changes facing the Hungar- 
j ian defence forces with the 
coming accession are just as 
l dramatic. Having supported 
I a standing army of 150,000 
during the Warsaw Pact 
years, including conscripts 
serving for two years, the 
Hungarian military jw>« now 
shrunk to 5X550. Conscripts 
now serve nine months, 
which may foil to six, and 
their numbers have fallen to 
40 per cant of the totaL 

The changes reflect the 
vastly different approaches 
of the old Soviet alliance and 
the Western one. 

' General Ferenc Vfegh, 
chief of staff of the Hungar- 
ian armed forces, says: 
111855 use [of force] was the 
philosophy of the Warsaw 
Pact Nato has quality. The 
Warsaw Pact had quantity. 
Quality is really the solution. 


because with quality you 
can get less injury and less 
death on the battlefield and 
you can fulfil the task more 
efficiently." 

But, surprisingly, despite 
the modern emphasis on 
high-technology weapons. 
General Vggh has not made 
renewal of his force's Soviet- 
designed aircraft and tanks a 
high priority. 

The equipment, much of it 
25 to 30 years old, can he 
brought up to Nato stan- 
dards with minor modifies- 
tions, such as night vision 
capabilities or new targeting 
equipment. Instead, the 
emphasis has been on what 
Gen vegh calls “intellectual 
compatibility'’. 

“First we need well-devel- 
oped, well-trained soldiers 
and officers and only then 
should we chang e the mili- 
tary equipment," be says. 

Reaching intellectual com- 
patibility has meant giving 
widespread English lan- 
guage training - the air 
force now conducts in-IUgbt 
operations in Rw giith - and 
there has been new tactical 
training. The new approach 
plays up the role of non-com- 
missioned officers who, in 
the Warsaw Pact, had little 
scqpe for initiative. 

NCOs are encouraged to 
think tactically, for them- 
selves wi thin parameters set 
fry their commanders. The 
US will this year provide 
$15.Jhn for this training 
under its Warsaw initiative. 

The training progresses in 
tandem with the purchase of 
the communications equip- 
ment needed to make the 
new strategy work. This has 
included a new air sover- 
eignty operations centre 
which has complete control 
of the air over the country. 

The Hungarians are also 
likely to receive some Nato 
funding towards the pur- 
chase of an integrated air 
defence system, with two or 
three large fixed radars. The 
project is likely to cost 
between $60sn and $l00m. 

There are already rela- 
tively minor procurement 
programmes, such as replac- 
ing the defence force's 17,000 
non-combat vehicles, the 
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order for which will proba- 
bly go to a Hungarian 
vehicle maker, such as Baba. 

Further down the line, the 
air force will need to replace 
its ageing Mig-21 fighters 
with around 30 more modern 
aircraft, such as Saab’s Gri- 
ped. Dassault's Mirage 2000, 
Lockheed Martin's FZ6 CD or 
Boeing's FA18. 

Gen Vegh is unsure how 
the Ft400bn (Sl-Mbn) bill for 
new fighters will be met. 
despite the commitment, as 
part of Nato accession, to 
raise defence spending by 0.1 
per cent of GDP a year until 
2001, when it will reach 1.8 
per cent. 

That will take the budget 
from Ftiaabn ($565m) this 
year to around Ft2i6bn 
($994m) in 2001. 

Gen V6gh stresses tbe 
potential new threats to tbe 
country from international 
crime and environmental 
damage. However, in other 
respects tbe military's effec- 
tiveness seems to be growing 
just as traditional threats 
melt away. 

With ethnic Hungarian 
parties now governing coali- 
tion partners in both 
Romania and Slovakia and 
with bilateral defence trea- 
ties in place with both coun- 
tries the likelihood of a 
flare-up over the 3m Hungar- 
ians outside the country 
seems small 

It also intends to reinforce 
tiie improved relations by 
pressing for tbe admission of 
Slovakia and Romania to 
Nato. 

The only serious tradi- 
tional threat is on Hungary’s 
southern flank where, at the 
height of the crisis between 


Nato and the Yugoslav gov- 
ernment over Kosovo, ethnic 
Hungarian leaders is Serb- 
ia's northern Vojvodina 
province, fearing reprisals, 
asked Hungary to prevent 
Nato access to its airspace 
for air strikes. 

The Hungarian parliament 
voted to allow free use of the 
airspace, although Janos 
Martonyi, foreign minister, 
concedes a guarantee was 
obtained that Hungarian 
bases would not be used in 
the first wave of attacks 
against Kosovo. 

In fact, the country's main 
military significance may be 
Us geography. One Western 
diplomat points out that 
armies invading central 
Europe from the east nor- 
mally pass through Hun- 
gary. 

It also borders former 
Yugoslavia and US troops 
have used Thszar as a for- 
ward base for their 
operations in Bosnia-Her- 
cegovina. The western diplo- 
mat expects Hungary to play 
a vital role in Nato's 
southern command, with the 
country's many fresh ideas 
likely to give it a signifi- 
cance beyond its size. 

But. as in any modem 
democracy, the Hungarian 
military is conscious that it 
is no longer the key determi- 
nant of the country's 
strength. 

Gen Vdgh is candid: “The 
improved democratic system 
and the improved market 
economy, these are the first 
priority. If yon have a work- 
ing market economy with 
potential for growth, only 
then can you spend more 
money on the military." 
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VICTOR ORBAN 


Centre forward 


Viktor Orban is finding it ■ 
hard to balance the 
demands of being Prime 
Minister with his football 
career. - 

Winning the general 
election, negotiating a 
government programme with 
coalition partners and 
coping with the impact of 
collapsing financial markets 


played havoc with his 
training during the summer. 

Deep into a mid-wtnter - 
afternoon and tired by an ' 
early morning training stint 
and several hours work, he 
suggests an Impromptu beer 
at a cafe across the road 
from Ns office In Hungary's 
neo-gothic parliament 
building. He wants to bring 


pofities and politicians closer 
tothe people, 
r “People are surprised 
. when they see their 
politicians playing football or 
t having a beer. Living in the 
prime mkiister’s residence is 
i Uke living in an Indian 
reservation. You are 
separated from normal Bfa.“ 
Despite the burdens of 
| office he tries to attend the 
three training sessions a 
| week for his team, Erdertln 
Hungary’s fourth dvision. 
fittingly, the man who 
mastw-mkided ifte ousting 
; of the Socialists from office 
h the general election this 
i year. Okas to play as the 
' -right-sided or centre 

forward. 


When travelling abroad, befog able to place calls, from year own trofly cell phone is almost as 
important as befog teachable at tbe number where people usually find ywL A service called roaming 
offers these ronveoiences at afeinully price. 

Travellers to Hungary cangeta live demoostratioo by m a nu a l ly selecting Pannon GSM on their 
hor^o-t as their operating company upoo arrival in the country. The first thxhg they are likely to notice 
is ihe high qrafciy of service. WUh 750 base starions operating around foe cooMry. coverage is over 
99% at ground level so there are fewer dropped -or crossed connections or reception problems. 

Visitors to Hungary wboehoose Pannon will note the firings towerthan-average raies. To some 
cases they may pay less in Hungary for calls than what they pay at home," says GyGzfi Dioady, 
director of strategy and external affairs.' ^ 

Pannon GSM’s roaming partner operators 
and partner countries 


I Number of 
partner . . 
countries 

\Numberof 
partner . 
operators 



1994 1996 


.. Always seeking to save ctieote’^non**. Ptonon wafts up rtammg invoices for amnestic 
to cover costs. The firm alto has developed an n^ernoua sysem that offers rfae 
to foe borne Vrice Mail Box in.cases.Wbra die called Paraco 
^^■^teoad Si doesno^THJpond- This ra*es it possible to Tern* and retrieve a message with 
_ one international call instead of ft* to- 

Iridium network, which provides worfd-wide ewerage.; 


PANNON gsm 
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Pannon GSM V 
Z040Buda5rs 
Barossn. 165 ... 
Tel: 361 464 6000 . 
Fax: 361464 6100 


At 35 he has made it to 
the top of Hungarian politics 
in only 10 years. He became 
an MP In 1990, when he 
abandoned his studies at 
Oxford University - he had a 
scholarship funded by 
George Soros, the 
Hungartair-bom finander- 
to enter the fray of the 
country’s first free elections. 

Two yearn before he 
became a founding member 
I of Hungary’s first opposition 
l group, Fidesz, the 
Federation of Young 
| Democrats. Mr Orban began 
his rise to national 
I prominence when he 
demanded pubBcfy. that 
| Soviet froops should leave 
Hungary in a speech at the 
j rebiriaJ of Imre Nagy, 

1 Hungarian leader in the 1956 
: uprising. 

He laid the foundation for 
; his political career earlier 
I’ during the 1980s, however, 
at a special institution 
founded at the law faculty of 
Budapest’s Lorand Eotvos 
University, which has had a 
profound Impact on politics . 

|- in Hungary. As a young ' 
undergraduate he helped to 

found thp Bft>o Istvan . . 

Professional Law College 
inside the faculty which 
brought together a group of 
radical, opposition-minded 
students and law lecturers. 

The ctdse-knlt group 
provides the nucleus of Mr 
.Otbii’s govemmenL istvan 
Stumpf, the first director of 
the college, and one . of Mr 
Orban'8 teachers, is the 
Cabinet minister In charge of 
'the Prime Minister's Office. 
Other allies include the 
speaker of parflament and 
the leader of the Fldesz 
pafiamentary group. 

“After the war in 
Afghanistan we knew we. 
had to be prepared. The . 
feefrtg that we were at a 
threshold of change was 
clear. It was a question of ' 
bow to contrfoute to the 
change from socialism to a 
free society. We prepared 
for the transition. Tbs - 
question now js are we . J 
prepared lor government?" ' 

Kevin Done I 



















AUTOMOTIVE INDUSTRY by Kevin Do ne 

Accelerating away 

The country is proving fertile ground for leading car producers 


The flexibility of the 
workforce is allowing Gen- 
eral Motors to experiment at 
its plant at Szentgotthard in 
western Hungary with work- 
ing methods that would be 
impossible to implement at 
the US group's plants else- 
where In the world. 

"Hungarian labour rela- 
tions are something special 
and are one of our key 
strengths." says Rudolf 
Hadorn. finance director of 
Opel Hungary, GM's local 
subsidiary. 

GM is trying out new shift 
patterns at its engine plant 
with the introduction of a 
fourth shift. “We are ai min g 
to work seven days a week. 
24 hours a day." says Mr 
Hadorn. The new system 
would virtually do away 
with over-time and the 
capacity of the plant could 
be raised from 460,000 
engines a year to 540,000 
without extra Investment. 

“We are trying this in 
Hungary' because it needs 
flexibility and willingness 
from the workforce." says 
Mr Hadorn. 

Starting from a greenfield 
site In 1992. Opel’s operation 
in Hungary has become one 
of GM's three biggest engine 
manufacturing locations in 
Europe. This year, the group 
announced that it was plan- 


ning to expand further with 
the investment of an addi- 
tional DM230m to build a 
250, 000-a- year transmission 
plant scheduled to start pro- 
duction in 2001. Total Invest- 
ment at the site will then 
reach DM920m. 

Hungary has proved fertile 
ground for some of the 
world's leading vehicle mak- 
ers. Three of the top 10 Hun- 
garian manufacturers and 
exporters are international 
automotive groups which 
have built their operations 
in the country from scratch 
in the past decade. 

Audi, the executive car 
division of Volkswagen. 
Europe's biggest carmaker, 
has developed its worldwide 
engine production site at a 
greenfield site in GyUr in 
north-west Hungary. Audi 
has also begun small volume 
car assembly in Gytir, a gain 
to take advantage of flexible 
labour conditions. 

Suzuki of Japan has built 
its only car plant in Europe 
at Esztergom beside the Dan- 
ube in northern Hungary 
and has succeeded in captur- 
ing close to a quarter of the 
domestic new car market 

This is a si gnifican t bene- 
fit as Hungary is one of the 
fastest growing new car mar- 
kets in Europe, buoyed by 
the economic recovery’, with 


sales expected to rise by 
about 30 per cent to a record 
level of more than 100,000 
from 79,830 last year. In the 
first nine months, Suzuki 
was market leader with a 
share of 22.9 per cent fol- 
lowed by GM's Opel brand, 
with 16 per cent, and the VW 
group, with its four brands, 
with 15.2 per cent 

Magyar Suzuki expects to 
produce 66,000 cars this year, 
of which 43,000 are destined 
for export. Since starting 
production in 1992. it has 
invested 8200m at the Eszter- 
gom plant, which has a 
workforce of 1,400. 

It has not been easy to 
develop a domestic supply 
base but 55 per cent of the 
value of Hungary-assembled 
cars is now produced locally. 
This gives Suzuki a formida- 
ble price advantage against 
more expensive imports 
from west Europe and lies 
behind its aggressive gains 
in a market which is very 
price- sensitive. 

The Japanese carmaker is 
expanding with plans for a 
model to add to its ageing 
Swift range. The investment 
of Ft32bn (8145m) will 
increase capacity to 100.000 
cars a year, including 40,000 
of the new small car. 

The three automotive 
operations in Hungary, and 


PHARMACEUTICALS by Robert Wright 


Russia’s bitter pill 

The industry is changing its formula to resist the contagion 


The line or heavy, riveted 
vessels which process chemi- 
cal byproducts at the main 
factory of Egis. the pharma- 
ceutical maker, does not 
look as if it belongs in a 
modem pharmaceutical fac- 
tory. But this ageing - some 
of wbicb dates back to 
before the second world war 
- is less than half the story 
with Egis - and with Hun- 
garian pbaramceutical pro- 
ducers. 

In another district of 
Budapest, Egis has built a 
high-technology building for 
research and development 
where it hopes to discover 
patentable and new generic 
products. Bulk chemicals 
and the existing generic 
products, such as those pro- 
duced at the older factory, 
are funding the work at the 
new site. 

Egis and some other Hun- 
garian pharmaceutical com- 
panies press ahead with 
R&D because, with Hunga- 
ry's relatively low’ wage 
rates for researchers. Egis 
can carry on research more 
cheaply than westerners. 

Both Egis. Hungary's sec- 
ond biggest domestic quoted 
pharmaceuticals producer by 
sales, and Gedeon Richter. 


the largest by the same mea- 
sure. are products of Hunga- 
ry’s peculiar economic his- 
tory. 

Bam of Hungary's strong 
tradition of scientific exper- 
tise. both companies were 
founded before the first 
world war and nationalised 
by the communists. In the 
Soviet Comecon trade sys- 
tem, Hungarian producers 
were the main pharmaceuti- 
cal suppliers to the Soviet 
bloc. They jointly marketed 
their products in the Soviet 
Union under the brand name 
Medimpex. 

Egis and Richter were pri- 
vatised in the mid-1990s. The 
Hungarian state still holds a 
25 per cent stake in Richter 
- partly through the state 
health insurance fund - but 
the company is the only 
remaining fully independent 
Hungarian pharmaceuticals 
maker. Servier, France’s 
largest private pharmaceuti- 
cals company by sales, 
bought a 51 per cent stake in 
Egis. 

Until earlier this year. 
Egis and Richter's command- 
ing position in Russia and 
other former Soviet states 
looked an asset. But, since 
the August devaluation of 


the rouble, both companies 
have been facing acute prob- 
lems as the supply of dollars 
to pay for drugs bas dried 
up. 

Both Richter and Egis 
Increased their reliance on 
the Commonwealth of Inde- 
pendent States during 1997. 
Richter sold Fti7.9bn 
(896.2m) to the region during 
1997 - 34.5 per cent of its 
FtSSbn total sales - while 
Egis sold Ft4.4ibn to the 
region last year, 15 per cent 
of net sales of Ft2922bn. Rich- 
ter increased its sales to the 
CIS by 36 per cent last year, 
while Egis' went up by 32.6 
per cent. 

The CIS sales cushioned 
the producers against ero- 
sion of market share in the 
domestic market. In 1990, 
73.7 per cent by value of 
pharmaceuticals sold in 
Hungary were manufactured 
by Hungarian producers. In' 
the first half of the present 
year the figure was 39.1 per 
cent by value. However, 
much of the fall is a result of 
increased prices charged by 
western producers - Hun- 
garian manufacturers' mar- 
ket share by volume of drugs 
sold has dropped from 83 per 
cent in 1990 to 69 per cent 
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the GM and Audi plants in 
particular, are geared 
towards exports. Both 
engine factories export virtu- 
ally 100 per cent of their pro- 
duction to the parent groups' 
assembly plants elsewhere 

in Europe. 

Vehicle makers were 
drawn to Hungary in the 
early 1990s by three factors - 
a skilled, low-cost workforce, 
the logistical advantages of 
western Hungary sites close 
to the motorway and rail 
networks of western Europe, 
and a series of financial 
incentives, such as 10-year 
exemptions from paying 
profit tax and the freedom to 
operate from customs-free 
zones inside Hungary. 

Their rapid expansion is 
bom of the positive experi- 
ence of the early years. 

Audi investigated 180 
potential sites In Europe in 
1991-%! before selecting GyOr. 
The operation has grown 
quickly since production 
began in 1994 and the factory 


expects to produce lm 
engines this year for Audi 
and the group's Volkswagen, 
Skoda and Seat brands. It 
will have invested about 
DM840m at Gyor by the end 
of 1999. 

The workforce has grown 
from the original 200 
selected from more than 

3.000 applicants in 1994 to 

3,400 by the end of this year. 

Audi added specialist car 
assembly to the GyOr opera- 
tion in May with the start of 
production of its IT coupes 
and roadsters. Only the 
labour intensive assem- 
bly takes place in Gyflr, with 

30.000 cars due for produc- 
tion next year. 

Audi says that assembly 
costs are' si gnifican tly lower 
than in Germany, where 
labour costs axe about five 
times higher. Flexible labour 
contracts mean it can cope 
with seasonal fluctuations in 
demand and It can also take 
advantage of the profit tax 
exemption until 2004. 
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Richter bas the largest mar- 
ket share of the Hungarian 
drugs market, with 10.2 per 
cent while Egis has 92 per 
cent. 

The collapse of the Rus- 
sian market is likely to have 
a dramatic effect. Richter 
announced an Ftl.06bn pro- 
vision to cover possible non- 
receipt of debts in Russia 
with, its third quarter 
results, while Egis took a 
Ft 637m charge, which ana- 
lysts expect not to be folly 
required. At the nine-month 
stage, Richter’s pre-tax prof- 
its were still marginally 
ahead of last year at Ft 12b n, 
while Egis’ pre-tax figures 
were down 11R per cent to 
Ft4.04bn at the same stage. 

“We believe a market of 
150m people for pharmaceu- 
ticals will remain," says Erik 
Bogsch, managing director 
of Richter. “There is no 
question that, in the coming 
year or two, consumption is 


going to fall but we feel that 
we can manage the situation 
at a lower level." 

Both companies have tack- 
led the other problem con- 
cerning analysts, their reli- 
ance on products produced 
under "process patents". 
None of Egis' products is 
protected by product patents 
in western countries and, 
while Richter still produces 
some drugs protected by 
western product patents 
they are not a significant 
contributor to sales. 

Research into entirely new 
products is likely to take a 
long time to come to fruition 
- and help will be required 
from western partners. 

The strongest areas for 
product development may be 
lincensing and the so-called 
"branded generics" - generic 
drugs which have developed 
unusally strong brand loy- 
alty in eastern European 
markets. 


CULTURE by Kevin Done 


Menu promises a 
special vintage 

'1999 is the year of gastronomy in Hungary and. with foreign 
investment flooding in, the country has much — _ 



VWnar of content Hungary’s famous sweet wines wffl be to the taw 
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The richness of the goose 
liver pate is surprisingly 
well served by the sweetness 
of the accompanying 1996 
Muscat Lionel from Gundel's 
winery in Toteaj. A 1997 
Chardonnay from the Eger 
region brings out the flavour 
of pike-perch from Lake Bal- 
aton, served on a bed of spin- 
ach with a white wine sauce 
made from the native Har- 
slevelu grape from Tokaj. 

A mellow 1996 Egri Meriot 
embellishes the medallions 
of venison with sour cherry 
Compote, while the eHmay of 
a dinner at Budapest's Gun- 
del restaurant, one of the 
great eating experiences of 
Europe, comes with the 
sweet dessert Tokaji Aszu, 
served to savour slowly 
beside the Cr6pe Sist 

Next year is to be the year 
of wine and gastronomy in 
Hungary. And there are few 
better places to begin than 
Gundel's. as the country sets 
out to demonstrate that 
alongside other economic 
advances, its noble heritage 
of wine-making and culinary 
skills has survived the 
depredations of the commu- 
nist era. 

More than in any other 
country of former commu- 
nist east Europe, foreign 
direct investment has acted 
as the catalyst for change in 
Hungary and wine-making, 
gastronomy and tourism are 
no exceptions. 

Gundel's, founded, in 1894 
in a stylish fin-de-si§de villa 
in the City Park was nation- 
alised in 1949. It has been 
restored to its former glories 
as Budapest's most elegant 
restaurant, following the 
intervention by George Lang 
and Ronald Lauder in the 
early 1990s. 

Mr Lang. Hungarian bom 
and educated, a leading res- 
taurant consultant who ran 
New York's Four Seasons 
restaurant in the 1960s, is 
the owner of Cafft des 


Artistes, one of New York's 
finest restaurants. Lauder, 
one of the heirs to the Estee 
Lauder cosmetics fortune 
whose family roots lie in the 
Austro-Hungarian empire, is 
a former US ambassador to 
Vienna, who has developed a 
series of business interests 
in central Europe, including 
playing a pioneering role in 
the development of private- 
ly-owned commercial televi- 
sion in the region. 

Kalman Kalla, the pre-emi- 
nent Hungarian chef, directs 
the work of 50 cooks at the 
restaurant, where Gundel 
says that it is combining the 
traditions of the past with 
modem trends. 

It is also among a growing 
group of foreign investors 
that are seeking to restore 
the fortunes of Hungary's 
most famous wine region, 
Tokaj-Hegyalja, in the 
north-east of the country 
close to the borders with Slo- 
vakia and Ukraine. 

Foreign investment in the 
wine industry has been con- 
centrated in this region best 
known for the amber-col- 
oured sweet dessert wines 
that first gained fame in 
Europe tax the late 17th cen- 
tury and won praise from 
Louis XIV as the “wine of 
kings and the king of 
wines". 

Traditions suffered during 
the communist era but for- 
eign investors from Ger- 
many. the US, Spain, the UK 
and France ranging from 
AXA, the French insurance 
group, to the German-Hun- 
garian family of the counts 
of Degenfeld who have 
acquired vineyards and cel- 
lars close to their ancestral 
lands, believe that the 
region's reputation and 
image in western markets 
bas survived. 

In the vineyards that 
cover the south-facing slopes 
of the Zemplen bills, the 
winemakers are convinced of 


the quality of their product 
but say that they still face 
an uphill marketing battle. 

“For 40 yeans. Tokaj wines 
were sold mainly in the 
domestic market and to Ris- 
sia. in barter deals, wine for 
aluminium, and in large vol- 
umes of dry and semi-sweet 
wines." says Dominique 
Arangolts. general manager 
of the recently-built Disz- 
nokO winery-, in which AXA 
has invested about SlOm. 
“The name was still famous, 
even if it had not been in the 
market for 40 years, but now 
we have to rebuild that mar- 
ket for Tokaj wines. That is 
the biggest problem.’* she 
says. 

It is a long-term invest- 
ment. Produi'M^n of the 
Tokaj Aszu dessert wines is 
a delicate business, requir- 
ing, most importantly, the 
development of noble rot 
(botrytis cinereal late in the 
season, which shrivels the 
grapes and concentrates the 
sugar. The so-called Aszu 
berries are painstakingly 
picked by hand. 

The Aszu wines are 
matured in oak barrels or 
casks for at least three 
years, sometimes much lon- 
ger, in the labyrinth of 
mould-covered cellars run- 
ning beneath the Tokaj vil- 
lages. They are graded by 
the number of 'puttonyos* or 
hods (l hod = 20 kilograms) 
of botrysised berries, rang- 
ing from 3 to 6 puttonyos, 
that have been added per 
cask (136 litres) of wine. 

Many of- the vineyards in 
Tokaj and elsewhere are still 
in the hands of small private 
growers and the arrival of 
the foreign investors has 
Inevitably caused contro- 
versy and some resentment. 

Local leaders accept, how- 
ever. that increased outside 
capital is needed, if the 
region is to prosper and 
make its presence felt in for- 
eign markets. 



OPEN DOORS. OPEN HEARTS. OPEN MINDS. 

Visitors to Huugan experience friendliness and conhtd hospitality all 
along, also when they wish to get acquainted tilth the treasures of 
Hungarian citluirv. The homeland <f Zoluln Unduly, the worU famous 
computer and teacher if music, is atUcd deservedly the country of Festivals : an celebrates its fcstiiv 
•Am hn 1 throughout the year. It is not any to choose from the neb cultural programmes offered 
Ixshle the comprvhensUv rauwr if programmes of the Spring and .Autumn Festivals, ivnaus- 
hrjnches if ,tn go on paruth'. The list includes the FolUar r and OU Crufts 1 Festival, organ concerts, 
an upeni ami Ballet Festival. open-air performances, medieval games, theatres, museums and 
gufknes. Alongside these iiinb. the trutvilcr may admire the tronderfu / historic monuments of the 
ciiuutrr Huugan- il .m not only nfflrytm a vacation neb in cultural experience - wherever you 
come from, ium util eucounur heartfelt Hungarian hospitality, too. 
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Did you know that it was a Hungarian who taught 
almost the whole world to sing? 
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1,1 ^ opportunrties Hungary, carefully consider vour choice of 

need 3 partner wh ° “ mbinK tol 

OTP Securities offers its excellent knowledge of the local market tn . 

partners. Some 20% of the company’s turnover is generated throunh ^ 
behalf of international diems. rau9h 30109 on 

For further information about OTP Securities and its <*rwi«c 

institutional sales manager. ServiCK ' p,ease cont ^ our 

Phone: (36-1) 266^362 

-P^ic offerings. underwriting . 
corpomefinance. mergers end acquisitions . 

•port folio and asset management • 

• investment and privatisation consultancy . 
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